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Money and the Rates 


Flexible monetary policy! What a phrase to conjure 
with! Evidence of the existence of such a policy in Britain 
is currently supplied by another and sharp rise in the 
discount rate. In Canada, a similar determination not to 
be overly rigid is proved by a reduction in the rate of the 
Bank of Canada. We were flexible in this country in 1953 
when “active ease” was born. Now we are flexible again when 
the word “active” is dropped from the formula. Last fall, 
Sweden, by offering long-term bonds at 4%, and at the same 
time pulling out the pegs, qualified for membership in this 
no-longer-particularly-exclusive club. 


The word “flexible” means, Mr. Webster informs us, 
“capable of being flexed or bent; admitting of being turned, 
bowed, or twisted, without breaking.” But it can also mean 
(according to this same authority) “willing or ready to 
yield to the influence of others.” Or again: “Responsive to, 
or readily adjustable to meet the requirements of chang- 
ing conditions.” 

Evidently this thing we call “monetary policy” can be 
flexed or bent first one way and then the other, as the 
occasion demands. And it can be flexed or bent in one 
direction in one country and in the opposite direction in 
another at one and the same time. The “requirements of 
changing conditions” may demand all these types of flexing 
or bending. 


London, anxious about too much “hire purchase” and 
as always concerned about international financial relations, 
would like to pull funds into London. Canada apparently 
feels it is pulling too much money into its tills. Europe 
generally is said to have come somewhat belatedly to the 
conclusion that inflation does not lead to economic millen- 
nium. Fear of a boom to be followed by a bust here in the 
United States seems to have sparked action by the Federal 
Reserve authorities. 

If you are interested in the Canadian or the British situ- 
ation, turn to page 100 and see what our Canadian Econo- 
mist has to say. 

For Per Jacobsson’s account of European events turn 
to page 114. 

Our own developments, including stock market matters, 


are analyzed beginning on page 97. 
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Committees: Hindrance or Help? 


Are corporate policy-making committees undesirable be- 
cause too many people with too little information waste too 
much time talking around too many subjects? Or are they 
extremely valuable, first, because wiser decisions can be 
made when all viewpoints have been heard; and, second, 
because policy is carried out more effectively when its 
need has been generally discussed and understood? 


Of the 151 manufacturing companies cooperating in this 
month’s survey of business practices, more find committees 
a help than a hindrance. Many companies, however, are on 
the alert for techniques to increase their committees’ effec- 
tiveness. Executive opinion on the use of committees and 
the suggested methods for making them more effective, are 
summarized on page 105. 


GNP at a More Stable Peak 


The whole equals the sum of its parts—and a shifting of 
parts can change the quality of the whole. Gross national 
product (the whole of output of goods and services) is now 
running very close to the peak rate of the second quarter 
of 1953, but its composition has changed. Thus, while 
“there is some reason for thinking that many of the key 
stimuli behind the current rise have begun to lose strength, 
as they did in early 1953 . . . a GNP in the $365 billion- 
$370 billion range now seems much more stable.” A descrip- 
tion of GNP component shifts, and an analysis of their 
implications, begins on the next page. 


Stockholders and Capital Gains 


Last year’s bull market added almost $52 billion to the 
market value of securities listed on the New York Stock 
Exchange. This broad advance in stock prices clearly af- 
fected the fortunes of the one in every twelve families who 
are shareholders in American business. In these homes, 
capital gains were realized, paper profits toted up and, here 
and there, losses incurred. 

But which are the families that benefited from this record 
imerease in security values? In what income groups do 
they fall? How may their gains affect their spending-savings 
patterns, and thus the economy as a whole? “Stockholders in 
the Boom,” page 92, gives informed consideration to these 
questions. 


RETURN TO THE PEAK 


The surge of the past five months has brought business back to 
its boom level of early 1953 


of gross national product for the first quar- 

ter of 1955 will not be available until mid- 
April, it is already clear that total GNP is now run- 
ning well above its rate in the opening months of the 
record year 1953. It is, in fact, running very close 
to the all-time peak rate set in the second quarter of 
1953. As of late February, there is some reason for 
thinking that many of the key stimuli behind the cur- 
rent rise have begun to lose strength, as they did in 
early 1953. On the other hand, a GNP in the $365 
billion-$370 billion range now seems much more 
stable—much less like a boom—than in early 1953. 
The United States population has risen about 5 mil- 
lion (3%) in the interim. More importantly, the 
composition of total output has altered significantly — 
and in reassuring directions—in the twenty months 
since the 1953 boom passed its crest. 

The rise in the gross national product total from 
the fourth quarter of 1954 to the first quarter of this 
year will evidently be of roughly the same dimensions 
as the $7 billion jump at the end of 1954. Judging 
from retail trade statistics, and also from the impact 
of a high rate of home-buying on estimated housing 
expenditures, personal consumption outlays are cur- 
rently running perhaps $3 billion (annual rate) above 
the fourth quarter. New construction activity in 
January rose above a $40-billion annual rate for the 
first time, and will average above that rate for the 
quarter as a whole, judging from the recent trend 
of housing starts. This would imply an increase of 
somewhat more than $1 billion in the new construc- 
tion component of GNP from the fourth quarter to 
the first quarter (with most of the increase in residen- 
tial building), and perhaps another $500 million in 
the rate of state and local government expenditures 
(most of the change here reflects construction outlays 
for schools, roads, and related facilities). 


INVENTORY AGAIN 


Trade reports and statistical inference are all that 
are now available on the trend of inventory demand 
in the first quarter. Liquidation ceased in Novem- 
ber, and when it reappeared in December, it was 
mainly as involuntary liquidation reflecting the ex- 
tremely high level of demand on distributive channels 
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in that month. Liquidation evidently ceased again 
in January, and has turned into slow accumulation. 

Production schedules for February and March, in 
the steel and automobile industries particularly, sug- 
gest that a certain degree of accumulation is occur- 
ring in total manufacturing and trade inventories 
during the first quarter as a whole. This contrasts 
with a $1.3 billion rate of inventory reduction in the 
fourth quarter. Thus inventory demand, while it is 
still far from a phase of general accumulation, may 
show a positive quarter-to-quarter change of as much 
as $2 billion from its fourth-quarter rate. 

It is also likely that the two principal declining 
components of gross product in the fourth quarter— 
expenditures by the Federal Government, and spend- 
ing for producer durables—will show little net change 
in the first quarter. Defense spending has apparently 
struck a plateau, judging both from the budget esti- 
mates and the trend of Tue Conrerence Boarp’s 
weekly defense spending figure. The latest Depart- 
ment of Commerce survey of business plans for 
plant and equipment spending indicates a further 
small drop in capital outlays in the first quarter of 
1955. (A recheck of the first-quarter expectations 
series has been completed by the Department of 
Commerce, but the results will not be available until 
late March.) However, there have recently been re- 
ports of moderate upward revisions in spending plans, 
and good logical grounds for expecting them. 

On the basis of this thin statistical coverage, it 
seems reasonable to expect that the gross national 
product total for the first quarter will rise by about 
as much as it rose in the fourth quarter. 


SLOWER PACE OF RECOVERY 


However, this flies in the face of a respectable 
amount of evidence that the pace of recovery within 
the quarter has been much slower than in late 1954. 
The quarterly basis on which the gross national prod- 
uct statistics are compiled is apparently averaging 
out a shift to a lower gear in the rate of increase in 
month-to-month statistics. Much of the rise in the 
first-quarter GNP figure will merely reflect the very 
rapid improvement in business in the closing months 
of 1954, which brought business at year end to much 
above the average level for the fourth quarter. If 
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Total Output Is Back to about Its Peak But the Shares of Output Have Changed 
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most statistical indicators were only to maintain their 
year-end rate in January, February and March, the 
_ first-quarter average would show a large jump over 
the fourth-quarter average. Just as quarterly aver- 
ages hid a marked acceleration of the uptrend in the 
fourth quarter,’ so they may hide a slowing of the 
uptrend in the first quarter. 

The rise in the industrial production index, for 
example, was already decelerating in December; the 
big burst of output in steel and automobiles came in 
November and early December. In January, the 
total index crept up another point, with the gain still 
centered in steel and cars, and another one-point rise 
is possible in February. But within the first quarter 
there has been nothing like the sudden burst of activ- 
ity that drove the index up sharply within the fourth 
quarter. 

Similarly, retail trade in January was about un- 
changed from December, and in February the avail- 
able information points more to decline than advance. 
But because of the spurt of retail volume in the clos- 
ing months of 1954, just staying near the December 
rate in the first quarter will mean an increase of as 
much as 3% in the quarterly rate of retail trade, and 
presumably in the quarterly estimate of personal con- 
sumption expenditures which enters into the GNP 
total. In fact, even though the sharp upward shift 
of consumer spending actually occurred in the fourth 
quarter, the first quarter is likely to show a larger 
increase in personal consumption. 

The same kind of contrast between monthly rates 

1See “Starting in High,” The Business Record, February, 1955, 
page 50. 
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and quarterly averages could be done for a number 
of other key business indicators (see chart). Even 
in inventory demand, the big change occurred as long 
ago as November, when the annual rate changed from 
about $3 billion liquidation to $1 billion accumulation. 

The rise in GNP will thus be, in some degree, a 
matter of statistical momentum, rather than real 
change. The same set of circumstances appeared dur- 
ing the peak of mid-1953: GNP reached its highest 
quarterly level in the second quarter of that year, 
but industrial production had already reached a 
plateau at the beginning of the quarter, and retail 
trade passed its monthly peak in the middle of the 
preceding quarter. 


INITIAL FUEL CONSUMED 


This says no more than that in the rapid upswing 
of the past four months, business has naturally con- 
sumed its initial fuel, and has gradually exhausted 
some of the forces that have accounted for the up- 
swing. This is notably true in the case of the auto- 
mobile market, where the December-January pace of 
new-car sales and credit extensions has set all-time 
records to match the record set in production. (In 
some degree, the extraordinarily high level of car sales 
in late January may have reflected shortage fears in- 
duced by the Formosa crisis.) Nevertheless, stocks of 
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The First Quarter: It Began Far Above the 
Fourth-quarter Rate 
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automobiles have been rising somewhat more than 
seasonally, and by the end of the first quarter will 
evidently have reached a level which should certainly 
serve to dampen any enthusiasm for further stock- 
piling among dealers, the possibility of a strike not- 
withstanding. ; 

Automobile producers themselves would very likely 
agree that it may not be wise or profitable to main- 
tain the first-quarter production rate of 2 million 
beyond March, even though currently announced 
goals still indicate such a rate, and some settling 
back in both production and sales in the industry 
could well be in the offing. (This would certainly 
imply, in turn, some deceleration in the hectic rate 
of increase which automobile schedules have been 
inducing in a variety of other industries—among 
them, of course, steel.) Moreover, even if the pro- 
duction rate of 2 million cars were to continue in the 
second quarter, seasonally adjusted output would 
actually show a slight decline, since the seasonal 
pattern for the industry assumes a normal rise 
of a few percentage points in the spring. (That a 2- 
million quarter could be a decline is some indication 
of the sensational current rate of output.) 

Similarly, one need no longer be a congenital pessi- 
mist to argue that at least a stabilization of the rate 
of residential construction is both a likely and a 
healthy prospect. The seasonally adjusted rate of 
home-building activity is already considerably in ex- 
cess of the 1955 annual estimate of the Commerce 
and Labor Departments. And it is no secret that the 
legislative stimulus to housing provided in 1954 was 
more than the Administration wanted: it has already 
requested authority to vary the maximum terms of 
guaranteed mortgages. 

In both cars and homes, extremely rapid advances 
have already taken place, and without one of the 
usual major supports; namely, a rapid rise in the 
number of employed persons in the market. Instead, 
the stimulus has come mainly from the supply side: 
in automobiles, through the early introduction of new 
models and through moderately easier credit terms; 
in houses, through availability of mortgage credit. 
While the market has certainly responded satisfac- 
torily to these stimuli, the stimuli themselves have 
thus far been of a one-shot variety, rather than the 
continuous and progressive surge provided by rising 
employment.t 


THE MIDYEAR PROBLEM 


In those areas that took primary responsibility for 
the upturn—automobiles, home building, retail trade, 


1Recently, hours worked in manufacturing have risen more than 
seasonally. Together with some decline in the consumer price level, 
this has pushed up real weekly earnings of production workers very 
sharply, but factory employment is still about where it was three 
months ago. Characteristically, factory hours worked respond to a 
change in business conditions several months before the change is: 
reflected in employment. 
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inventory demand—a substantial degree of recovery 
has thus already occurred. Temporarily, in fact, these 
industries stand out as exposed salients; if general 
business conditions were not to catch up with them, 
they might have to be withdrawn. The spring season 
is thus shaping up as a testing ground for the recov- 
ery, testing for weakness in those areas where high 
production levels have already been reached, and 
testing for strength where no very pronounced recov- 
ery in output and demand (as in machinery, textiles) 
has yet been apparent. This phrases the midyear 
problem as one of transition—from a sudden spurt 
dominated by a few industries to a more general 
business improvement. 

With the shape of the initial recovery now more 
clearly in focus, there is almost no disposition to treat 
it as a runaway boom. The inevitable sharp rise in 
gross national product in the first quarter should not 
obscure the fact that a big burst of improvement is 
past. At the same time, the great majority of 
analysts still expect that momentum will now take 
hold, and that the 1953 pattern of sharp rise and fall 
will not-repeat in 1955. One reason for this confidence 
is the increasingly favorable atmosphere surrounding 
capital goods markets; another is the pronounced 
shift in the composition of total output since 1955. 
In fact, the change in the composition of outlays over 
_ the past two years is one of the most striking features 
of recent business history. 


A BETTER COMPOSITION 


In the past eighteen months, total outlays of the 
Federal Government for goods and services fell by 
about $16 billion—or more than 25%. Outlays for 
producer durables fell another $3 billion, or about 
12%. But personal consumption expenditures rose 
by fully $10 billion, and new private construction 
activity by about $5 billion. State and local outlays 
rose another $4 billion. At current levels of output, 
inventory is now accumulating much more slowly 
than in mid-1953—at perhaps a $1-billion annual rate, 
as compared with over $5 billion then—and we are 
producing and selling enough goods and services 
abroad to yield a positive net foreign investment 
component of GNP, as compared with a minus $3- 
billion disinvestment rate in mid-1953. 

These figures spell out a pronounced and significant 
shift of activity away from government, and toward 
the private sector. In mid-1953, total government 
purchases of goods and services were 23.5% of total 
outlays; in the first quarter of 1955, they are evi- 
dently about 20.5%. 

Within the private sector, there has been a strong 
drift away from nonconsumer activities, and toward 
the satisfaction of basic consumer wants. Personal 
consumption expenditures—rather than business in- 
vestment in capital goods or inventory—picked up 
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most of the slack left by receding defense outlays. 
And all of the other rismg components of GNP— 
construction, and state and local outlays—essentially 
reflect consumer requirements for homes, roads, 
schools, and similar facilities. On the basis of con- 
sumption alone, living standards have been rising 
with unaccustomed rapidity in the past several quar- 
ters; and if one also weighs the implied improvement 
in housing facilities, it seems clear enough that the 
total standard of living has been raised significantly 
as government demands on output have been reduced. 

As consumption has swelled over the past two years 
and private investment contracted, the relationship of 
investment to consumption has grown increasingly 
conservative. In mid-1953, capital goods demand was 
clearly at a peak; it is now 12% lower, while the 
consumption markets which support much of current 
investment are 3% bigger. 


CORPORATE INFLOW UP 


In the flow of corporate funds there has also been 
a shift that may have very favorable implications 
for later in the year. The rate of corporate profits, 
before taxes, subsided sharply in the fifteen months 
following the peak of mid-1953. The rate recovered in 
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Corporate Funds and Capital 
Outlays 


In late 1954, corporate profits before taxes, 
while they were recovering rapidly, were still 
well below: their peak levels of early 1953. 
However, tax liabilities were sharply below 
their 1953 level, and depreciation allowances 
were running about $2 billion (annual rate) 
higher. Result: even though the rate of divi- 
dend payments had increased about $1 bil- 
lion, the corporate net cash inflow 4 was back 
to its 1953 peak, and was almost equal to the 
rate of corporate outlays for plant and equip- 
ment. 


- Billions of dollars, seasonally adjusted, annual rates. 
Retained earnings plus depreciation allowances. 
Sources: Department of Commerce; Council of Economic 
Advisers; quarterly figures for corporate plant and 


equipment expenditures, and depreciation allowances, 
are Conference Board estimates. 
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the fourth quarter of 1954 (and has probably im- 
proved further in early 1955). Even with this recov- 
ery, the profit rate in the fourth quarter was about 
$5 billion below the rate in the second quarter of 
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1953 (see chart). However, corporate tax liability in 
the fourth quarter of 1954 was about $4 billion lower | 
than the rate at mid-1953, thanks mainly to the ex- 
piration of the excess-profits tax. And adjustments 
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in the 1954 tax bill may well make it still lower in 
1955. Profits after taxes in late 1954 were thus run- 
ning less than $1 billion below the annual rate at the 
peak of the 1953 boom. 


HIGH ACCUMULATION RATE 


Moreover, depreciation allowances are now run- 
ning almost $2 billion above the rate in mid-1953, 
so that total internal generation of funds is now a 
little more than $1 billion above that at the boom’s 
peak. Result: even though dividend payments have 
risen about $1 billion (roughly 10%), the rate of ac- 
cumulation of corporate funds is still as high as in 
mid-1953, which was, in turn, about the highest rate 
on record, even including those early years of the post- 
war boom when corporate retentions were at historic 
levels. And the current level of securities prices has 
now made external sources of funds much more at- 
tractive than at any time in a generation. 

Given this availability of funds, and given the re- 
duced level of current capital outlays, it would cer- 
tainly not be surprising if plant and equipment expen- 
ditures, which were a weakness of late 1953, were to 
be a strength of late 1955. 


Apert T. Sommers 
Division of Business Economics 
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Chemicals 


The Journal of Commerce (February 15)—‘Sales by the 
United States chemical and allied products industry this 
year should top the 1954 peak year by some 4%, reaching 
an all-time high of $21 billion, the Business and Defense 
Services Administration said today. 

“According to the January, 1955, report of BDSA’s 
Chemical and Rubber Division, 1955 production also is 
expected to exceed last year by about 4%. With further 
capacity from new plants available, increasing competition 
in the chemicals field is anticipated, the report said. 

“The division indicated that capital outlays for new 
plant and equipment by chemical companies this year will 
run about $1.2 billion. This level would be only slightly 
below 1954 expenditures for capital equipment, BDSA said.” 


Metals 


Steel (February 14) —“Pattern for profit: That’s the pic- 
ture of second-quarter and first-half production prospects 
Steel finds in twelve bellwether metalworking industries. 

“A check of the dozen industries (automobiles, appli- 
ances, construction, screw machine parts, stamping, fast- 
eners, drop forgings, castings, motors, steel, aluminum, 
copper) reveals that the current high output levels will 
hold through May, but there will be a general dip in June, 
auto strike or not. If there is a walkout, the effect will be 
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a fairly sharp slip in June. If not, there will still be a mod- 
erate decline because the strike possibilities are being al- 
lowed for now in high assemblies by the auto firms. 

“But motordom’s labor situation isn’t the only, or even 
the most important, buttress for the economy over the next 
few months. Formosan difficulties and the change of lead- 
ership in Russia are beginning to put a sharper edge on 
consumers’ already sharp appetite for goods.” 


Retail Trade 


The Wall Street Journal (January 10)—‘The nation’s 
merchants expect retail sales in the first half of 1955 to be 
as good or better than they were in the first six months of 
last year. 

“That’s the outlook reported by the National Retail Dry 
Goods Association after a survey of 200 member stores, 
each with an annual volume in excess of $1 million. Only 
6%, or twelve of the reporting stores, indicated they 
thought volume between January and June would run be- 
low 1954. 

“The N.R.D.G.A. gave a breakdown on answers about 
profit prospects to show how specialty store operators 
viewed the future as concerned with department store heads. 
The specialty store heads are more optimistic. None fore- 
cast a decrease, while 11% of the department store operators 
expected a profit drop in the initial half of 1955.” 


Construction 


American Metal Markets (February 19)—“Total con- 
struction in the United States this year now looks as though 
it will exceed earlier estimates. The steel fabricating busi- 
ness in particular is running ahead of forecast levels, or is 
neck and neck with estimates for 1955. 

“It had been thought, in view of last year’s banner 
effort, that over-all construction might slack off a bit this 
year, or at best run about equal to 1954. 

“But directors of the American Institute of Steel Con- 
struction, who met here yesterday for a board meeting, 
almost without exception agreed that things look better 
right now than had earlier been figured. 

“Earle V. Grover, president of the Institute, and head 
of Apex Steel Corporation, Los Angeles, stated today that 
ten out of the twenty-two directors said business was better 
than expected; eleven said it was about equal to the fore- 
casts, and only one said business was below the forecast 
level.” 


Department Stores 


Malcolm P. McNair, professor of retailing, Harvard 
Graduate School of Business Administration ‘in an address 
before the National Retail Dry Goods Association, Janu- 
ary 10)—“With respect to sales, there is no reason why de- 
partment stores should not share proportionately in the in- 
creased consumer expenditures that are indicated for the 
first part of 1955. But whether department store sales 
will make any better showing than retail stores generally 
is problematical. . . Inasmuch as no important price 
changes are in sight, it seems reasonable to set the esti- 
mated increase in department store sales for the spring 


(Continued on page 119) 


STOCKHOLDERS 


Some facts concerning who is in the market and the influence of capital 
gains on incomes and spending 


$51.8 billion to the market value of stocks 

listed on the New York Stock Exchange. This 
increase in security values was unmatched in the past 
quarter-century. 

Who participated in the boom, the effect of rising 
stock prices upon their fortunes, and the influence 
of capital gains (realized or on paper) upon spend- 
ing patterns are intriguing, but elusive, aspects os 
this financial phenomenon of 1954. 


WHO WAS IN 


Current information on stockholders is based 
largely on projections of an intensive study of share 
ownership in the United States, conducted in 1952 by 
the Brookings Institution, and on statistics gathered 
by the Federal Reserve in its annual surveys of con- 
sumer finances. According to the Brookings study, 
6.5 million persons, a little more than 4% of the total 
United States population, owned shares in publicly 
held corporations as of March, 1952. It is estimated 
that the number of persons owning stocks has in- 
creased by more than 20% since that date, so that 
about 8 million individuals—about one in twenty— 
are now active shareholders in American business.? 

Grouped into spending units (defined as family 
members dwelling together and pooling their in- 
comes), the proportionate number of stockholders is 
somewhat more impressive. The Federal Reserve 
Surveys of Consumer Finances for 1947-1953 reveal 
that between 7% and 9% of all spending units held 
stock in those years.? In early 1953, 8% of the spend- 
ing units owned shares in publicly held corporations. 


tShare Ownership in the United States,” Lewis H. Kimmel, The 
Brookings Institution, 1952. 

‘According to C. Norman Stabler in the Herald-Tribune, p. 1, 
February 20, 1955, the number of persons who have an indirect 
interest in the behavior of the stock market is considerably greater 
than a count of individual stockholders would indicate. Individuals 
who invest their savings in life i insurance policies, savings banks, 
pension funds, etc., which in turn invest in stocks, also participated, 
though indirectly, i in the 1954 stock price rise. These persons, how- 
ever, were not in a position to convert such appreciation into cash. 


*The 9% figure was for 1947 and 1948, when coverage included 
owners of municipal, state, and corporate bonds, as well as stock- 
holders. Beginning in early 1949, the count was restricted to stock- 
owners. Between 1949 and 1953, the proportions of spending units 
owning stock varied between 7% and 8%. 
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IN THE BOOM 


This rate of participation doubtless rose with the in- 
crease in stock activity last year. 

Despite their minority in number, stock owners are 
scattered among many different occupation, age and 
income groups. Occupationally, ownership appears 
to be most prevalent among professional, managerial 
and self-employed persons. In early 1952, for ex- 
ample, 17% of these spending units reported share 
ownership. Shareholders in other occupational cate- 
gories varied from 1% to 10%. 

A greater degree of ownership is also reported by 
spending units headed by persons forty-five years of 
age or older. In early 1952, 10% of these units owned 
stock, against only 4% of the younger groups. 

Share owners are drawn from low, middle, and high 
income brackets, but are most prevalent within 
higher-income groups. In 1953, 3% of the spending 
units holding stock reported money incomes under 
$1,000; 19%, incomes of $1,000 to $3,000; 24%, in- 
comes of $3,000 to $5,000; and 54%, incomes of $5,000 
and over.! At the same time, only 2% of the spending 
units with money incomes under $1,000 reported 
stock ownership; 5% of those with $1,000 to $3,000; 
6% of the $3,000 to $5,000 group; 10% of the $5,000 to 
$7,500 group; and 28% of the units receiving income 
of $7,500 or more (see chart). 


SIZE OF HOLDING 


Not only is ownership of any stock more frequently 
reported at higher-income levels, but the size of stock- 
holding tends to mount among persons in the higher 
brackets. In early 1952, for example, 15% of the 
spending units with money incomes of $7,500 or more 
reported stockholdings of at least $5,000. Not more 
than 2% of any lower-income group had such holdings. 

Scattered data also suggest that the amount of 
holding tends to vary with net worth and with liquid 
asset ownership. In early 1950, for example, 50% of 
the stockholders with net worth of $25,000 or more 
reported stockholdings of $5,000 or more; only 10% 


1This pattern is also shown in the New York Stock Exchange 
Public Transactions Study. As of December 8 and 15, 1954, the 
Exchange estimates that 98% of the volume of transactions by 
individuals was by persons with annual incomes of $5,000 or over. 
According to the Exchange study, transaction volume for individuals 
with incomes under $5,000 was lower in 1954 than in 1952 and 1958. 
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of the stockholders with net worth of $5,000 to $25,000 
reported holdings of this size; and none of the stock- 
holders of lesser wealth reported stockholdings as 
large as $5,000 (see chart). 

On the average, share owners with high liquid 
assets! appear to have stockholdings larger than those 
with lesser liquid reserves. In the three years for 
which such data are available (early 1948 through 
early 1950), about two fifths of the stockholders with 
liquid assets of $5,000 or more owned stock in the 
amount of $5,000 or more. Proportions of stock- 
holders with smaller liquid holdings who owned that 
amount of stock were considerably smaller, and de- 
clined progressively at lower levels of liquid assets. 


STOCKS AND CAPITAL GAINS 


As a result of the rise in stock prices during 1954, 
individual shareholders experienced a significant in- 
crease in the market value of their equities. The ex- 
tent to which this increase was realized—.e., con- 
verted into money by sale of stock—is a question of 
considerable interest both to market analysts and 
to others concerned with the behavior of the indi- 
vidual investor. 

Available data on all forms of realized gain and 
loss cover the period 1917-1951.2 While these statis- 
tics include gain and loss 
from sources other than 
sale of stocks, it is probable 
that security transactions 
accounted for a major pro- 
portion of the amounts in- 
dicated. 

For the thirty-five years 
for which data are avail- 
able, capital gains or loss- 
es realized by individuals 


100% 100% 


1Liquid assets, as defined in the 
Federal Reserve data used here, 
include all types of United States 
Government bonds, checking ac- 
counts, savings accounts in banks, 
postal savings, and shares in saving 
and loan associations and credit 
unions. Currency is excluded. 


Amounts of realized capital gain 
and loss are estimates based chiefly 
on information included in federal 
income-tax returns of individuals 
and taxable fiduciaries. They thus 
exclude gain or loss by individuals 
who were not required to file a 
return because their incomes were 
below statutory filing levels. 

For the years 1917-1946, real- 
ized capital gain and loss data are 
estimates published by the National 
Bureau of Economic Research in 
“The Nature and Tax Treatment 
of Capital Gain and Loss,” by 
L. Seltzer (1951). For 1947-1951, 
estimates are by THE CONFERENCE 
Boarp and are based on Statistics 
of Income (Internal Revenue Service) 
for these years. 
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ranged from a net loss of $2.7 billion in 1931 to a net 
gain of $6.6 billion in 1946.1 In 1951, the most recent 
year for which comprehensive data can be obtained, 
net gains of somewhat over $6 billion were received 
by individuals through sale of assets. While data 
are not yet available for 1954, the marked rise in the 
volume of transactions, coupled with the extraordi- 
nary increase in stock prices, indicates that gains 
resulting from sale of stock substantially exceeded 
their previous peak. 

Throughout the 1917-1951 period, stock price levels 
appear to have exerted a strong influence on capital 
gain and loss realization. Comparison of stock-price 
indexes with the annual excess of realized capital 
gain or loss reveals striking similarity in the move- 
ments of the two series. The drop in stock prices 
between 1929 and 1932 was matched by a decline in 
realization, from a net gain of $2.9 billion in 1929 to 
a net loss of $2.7 billion in 1932. Between 1932 and 
1936, Standard and Poor’s December index of the 


1Jn all of the years covered by the data, some persons reported an 
over-all gain from sales of stocks, bonds and other capital assets, 
while others reported an over-all loss. The excess of gain over loss, 
or of loss over gain, is equal to the difference between the amounts of 
gain realized by persons who reported over-all gains from capital 
transactions and the amounts of loss realized by persons reporting 
an over-all loss. 
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price of ninety stocks increased from 54 to 136 (1926= 
100). Net losses declined over these years and, by 
1936, individuals, on balance, reported a net gain of 
almost $600 million. Following 1936, stock prices de- 
clined irregularly, reaching a trough in 1941; from 
1937 to 1941, capital losses of individuals exceeded 
capital gains. Matching the stock-price low in 1941 
was a net loss realization of about $900 million. Stock 
prices mounted again during the war and postwar 
years. By 1951, Standard and Poor’s December index 
had reached a level of 186 (from less than 70 in 1941), 
and the excess of gains realized by sale of capital 
assets was more than $6 billion. (See chart.) 


PRICES AND GAINS REALIZED 


While annual gains realization and stock-price 
movements show a high degree of correlation, their 
relationship is nevertheless imperfect. The amount of 
gain or loss realized by the investor represents the 
difference in the market value of his asset between 


More Stockholders in Higher Income Groups 
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the time of purchase and the date of sale. Gains and 
losses realized in any one year frequently reflect 
price changes in shareholdings that have been owned 
by the investor over a period of several years. In 
1938-1941, for example, net gains realized from sales 
of assets held eighteen months or longer varied be- 
tween two thirds and three fourths of the total gains 
reported by individuals with net incomes. Data on 
amounts of gain or loss realized from assets held 
longer than one year are not available after 1941. 
Beginning in 1942, available data on the holding 
period of capital assets are classified into periods of 
under six months and six months or over. By far 
the major portion of realized gains since 1942 has re- 
sulted from sales of assets held six months or more. 
These doubtless included significant blocks of assets 
purchased more than one year before the date of sale. 


IMPORTANCE OF REALIZED GAINS 


These data on the holding periods of capital assets 
reflect the fact that only a part of the annual appre- 
ciation in the market value of stocks (and other 
property) is actually realized in any one year. The 
degree of annual realization is unknown, and it is not 
possible to estimate it reliably on the basis of cur- 
rently available statistics. Seltzer, in his study of 
capital gains and losses,! makes the point that realiza- 
tion of losses is probably more frequent than taking 
of gains. For one thing, he notes that there may be 
less freedom of choice in the timing of losses, as indi- 
viduals are forced to liquidate for personal reasons or 
lack the resources to hold on to assets as capital 
values decline. In addition, tax laws have offered 
stronger inducements for postponement of gains than 
of losses. It appears likely, therefore, that a larger 
proportion of capital gains than of capital losses has 
remained unrealized by property owners. 

Nevertheless, for persons in very high income 
groups, where stock ownership is most common, real- 
ized capital gains have been an important source of 
money income. In the years 1947-1951, for example, 
net capital gains accounted for 25% to 38% of the 
adjusted gross income reported on the federal tax 
returns of persons with incomes of $100,000 or higher, 
and represented 11% to 15% of the income of persons 

10p. cit. 
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in the $50,000 to $100,000 bracket. Percentages for 
lower income groups were of lesser magnitude (see 
table). In the $25,000 to $50,000 bracket, for example, 
capital gains varied between 6% and 14% of adjusted 
gross income in the postwar period. For persons 
with incomes under $5,000, they hovered around 1%. 


A CONSISTENT PATTERN 


Seltzer’s study of capital gains indicates that the 
pattern described above has been a consistent one. 
Throughout the thirty-five years for which data are 
available, realized capital gains have regularly been 
an important source of income for persons at very 
high income levels. While it is true that for some of 
these persons, the gains themselves are responsible 

1Adjusted gross income is equal to gross income minus allowable 
trade and business deductions, expenses of travel and lodging and 
reimbursed expenses in connection with employment, deductions 
attributable to rents and royalties, deductions for depreciation and 


depletion allowable to life tenants or to income beneficiaries of prop- 
ertyjheld in trust, and allowable losses from sales of property. 
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for their place on the income scale, it is also true that 
individuals who receive larger incomes from other 
sources also realize larger capital gains on the average. 


EFFECT ON INCOME AND SPENDING 


Despite their relative importance to high income 
recipients, realized capital gains are small relative 
to other forms of income for the population as a 
whole. The Department of Commerce excludes capi- 
tal gains and losses from its personal income data. If 
the excess of capital gain over loss is included with 
personal income, the effect, while varying from year 
to year, would on the whole be rather small. From 
1929 to 1951, excess of realized capital gain or loss 
ranged between -5% (1932) to +4% (1946) of other 
personal income receipts. In thirteen of the twenty- 
three years, however, inclusion of excess of gain or 
loss would have changed personal income totals by 
less than 2%; in five years, by 2%-3%; and in five 
years by 3%-5% (see chart). 
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Realized Net Capital Gain or Loss as Per Cent of 
% Other Personal Income 
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Some analysts maintain that total rather than 
realized capital gain or loss should be included with 
personal income for purposes of appraising the spend- 
ing-saving behavior of the personal sector. Such 
persons argue that capital gain and loss, whether or 
not realized, affect a person’s spending level. Briefly, 
they explain their position as follows: Regardless 
of the economic meaning of price changes in capital 
assets, the individual property owner feels richer when 
his holdings appreciate in market value, and poorer 
when his capital asset values shrink. 


EVIDENCE OF SAVING RATES 


Moreover, in determining how much he can afford 
to spend in any given year, he will act as if he is richer 
or poorer, and spend more or less than he would have 
if he had experienced no capital gain or loss. Such 
gain or loss need not be realized—i.e., converted into 
money form by sale of assets—in order to have this 
effect. An unrealized gain, even though only on 
paper, would substitute for other savings, and thus 
free some portion of ‘ordinary’ current income that 
would otherwise be saved. If realized, the gain may 
be spent or converted to new savings forms, possibly 
other equities. Capital loss, realized or unrealized, 
would have the reverse effect. 

If capital gains do affect individual spending pat- 
terns in this way, it should be reflected statistically in 
spending-saving rates of the population. Since the 
Commerce Department excludes capital gain and loss 
from its personal income data, accelerated spending 
should show up in the form of lowered savings rates 
in years of large capital gains, and in high savings 
rates in capital loss years. 


Comparison of stock-price levels and Department 
of Commerce personal saving rates show no consist- 
ent inverse relationship between the two series. How- 
ever, concurrent events in years of rapidly changing 
stock prices may obscure the effects of stock changes 
on spending-saving statistics. For example, stock- 
price rises have generally occurred when other income 
has also increased; and stock-price declines have oc- 
curred most frequently in years of decline in ordi- 
nary income. 

Since declines in ordinary income would lower 
the savings rate, and increases raise it, these changes 
would have the effect of offsetting any changes induced 
in the spending-saving relationship by stock-price 
movements. It may be noteworthy that in 1954, 
when ordinary income receipts changed little and 
stock prices soared, the personal saving rate actually 
declined somewhat from its prior-year level. How- 
ever, the evidence of a single year is hardly con- 
vincing. 

If stockholders do, in fact, include capital gain or 
loss in their individual income computations, this 
can have an important effect on consumer markets. 
Upper-income groups, where shareholdings are of 
greatest relative importance, account for a very sig- 
nificant share of purchases of consumer durables.! 
Fluctuations in their spending behavior could, there- 
fore, have an influence on markets that is greater than 
their numbers alone would indicate. 


Betta Kosocow 
Division of Business Economics 


1See “Impact of Savings on Durables Buying,” The Business Record, 
December, 1953. 


Operating Results of Limited Price Variety Chains in 
1953—This is the twenty-third in the series on sales, 
margins, expenses and profits of limited-price variety 
store chains. It follows the main outlines of immediately 
preceding volumes. Lawrence R. Robinson, Division of 
Research, Harvard Business School, Boston, Massachu- 
setts. $2.00. 


George N. Peek and the Fight for Farm Parity—This 
book is about George N. Peek, who in the early 1920’s, 
while president of the Moline Plow Company, embarked 
upon a long and strenuous campaign for farm parity. 
Owing largely to his efforts, the concept of farm parity 
was incorporated in the Agricultural Act of 1933, and 
for a short period Mr. Peek was administrator of the 
Agricultural Adjustment Act. Gilbert C. Fite, University 
of Oklahoma Press, Norman, 1954. $4.00. 


Population Statistics and Their Compilation—A compre- 
hensive treatment of historical and actuarial-mathematical 
problems of population statistics, including consideration 
of procedures for estimating populations and the validity 
of population projections. Hugh N. Wolfenden. The 
University of Chicago Press, Chicago, 1954. $7.50. 
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FINANCIAL NOTES AND FOOTNOTES 


OR SOME TIME past it has been commonly 

said that the Federal Reserve authorities had 

adopted a settled policy of keeping free reserves 
somewhere in the neighborhood of $300 million or 
$400 million. Some observers who had taken this 
maxim rather too literally received a mild jolt at the 
beginning of February when free reserves dropped 
from $311 million on January 26 to $154 million on 
February 2. As a matter of fact, the January 26 
figure was considerably down from the $463 million 
on January 19. 

Nowhere in any of the markets, however, was there 
any sign that the drop had been taken very seriously. 
It had evidently been a result chiefly of a rise of $235 
million in “other deposits,” which constituted some- 
thing of a mystery for analysts of the weekly bank 
figures. Both stabilization fund operations and gold 
loans to foreign countries are “concealed” in this ac- 
count, and either or some of both could have been the 
explanation. 


FREE RESERVES BEGAN TO CLIMB 


In any event, free reserves began at once to climb 
slowly back to a point nearer to where they had been 
hovering for some months. By February 23 they had 
reached the $292-million mark. Meanwhile the Fed- 
eral Reserve authorities continued throughout most 
of February to lighten its holdings of bills. In part, 
of course, this represented a readjustment after the 
fairly heavy purchases late in January, but holdings 
near the end of February were the lowest they had 
been for several months. 

The general course of events in the financial and busi- 
ness world doubtless served to bolster the determination 
of the Reserve authorities to continue a policy of "ease" 
as distinguished from one of "active ease." There was 
nothing in the news to suggest that the home-mort- 
gage situation had taken a turn calculated to ease the 
concern of the credit managers. Reports from the 
consumer finance front were likewise of a sort to sup- 
port a policy such as the Reserve authorities had insti- 
tuted. And from various other directions came re- 
ports suggesting the development of something ap- 
proaching a boom psychology. 

Then the much publicized "study" of the stock market 
and its recent behavior was about to get under way. 
Hope was entertained that this would really be a 
“study” rather than an “investigation” of the type 
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which at times in the past has so aroused public ani- 
mosity toward Wall Street and all elements related to 
it. At the same time, the possibility existed that the 
net result of this inquiry would tend to make it 
appear that the Reserve authorities had been too 
complacent. 


"NONPURPOSE"” LOANS 


Senator Fulbright toward the middle of February 
“released” certain figures obtained from the Federal 
Reserve which caused concern in some quarters. They 
were an estimated total of “nonpurpose” loans—that 
is, member bank loans not for the purpose of pur- 
chasing or carrying securities but nonetheless col- 
lateraled by securities. There had been a good deal 
of speculation about the size of the total of these 
loans, and some questioning about the bona fides of 
statements by borrowers as to the ultimate purpose 
of them. 

It turned out that more of these loans were outstanding 
than most current guesses had suggested. The Chair- 
man of the Board of Governors of the Federal Reserve 
System estimated that, on February 9, member banks 
had on their books some $3 billion in loans not made 
for the purpose of purchasing or carrying securities 
but which were nonetheless secured by stocks and 
bonds. Loans by the same institutions made for the 
purpose of purchasing or carrying securities stood at 
an estimated $4.245 billion at the same date. Thus 
all loans at member banks secured by stocks and 
bonds came to some $7.245 billion early in Febru- 
ary of this year. 

Are these amounts abnormally or excessively high? 
That is the first question. The second is: What precisely 
have they to do with stock exchange operations? First, 
the facts bearing on the significance of the amount of 
these loans. Unfortunately, data for past years is 
fragmentary at best. Loans for purchasing or car- 
rying securities have been reported by member banks 
since December, 1938. During the prewar years they 
ran consistently under $2 billion. They amounted to 
some $6.5 billion at the end of 1945. Since that time, 
they have not substantially exceeded $3.5 billion. In 
October of last year they stood at $3.6 billion. They 
evidently have risen somewhere in the neighborhood 
of three quarters of a billion since last October. This 
upward course of the series has been well indicated 
by recent figures from weekly reporting member 
banks. 
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There is nothing in the statistical literature with which 
to compare the $3-billion figure of loans collateraled with 
stocks and bonds but not made for the purpose of pur- 
chasing or carrying securities. This is a new statistic. 
For a number of years prior to 1939, a total of all 
security loans of member banks (regardless of pur- 
pose) was regularly published. If we add the $3 
billion and the $4.245 billion figures provided by Mr. 
Martin as of February 9 of this year, we obtain a fig- 
ure of $7.245 billion which can be compared with this 
earlier series. 

This $7.245 billion compares with just less than $10 
billion on October 4, 1929, only a few days before the his- 
toric stock market crash of that year. The $7.245-billion 
total for February of this year comes to about 12% 
of total loans, and 5.4% of total loans and invest- 
ments. The corresponding figures for October 4, 1929, 
are 38.2% and 27.8%. 

At the middle of 1930, security loans reached an 
all-time peak at $10.4 billion. They were then 41.3% of 
total loans and 29.2% of total loans and investments. 

By the autumn of 1938, the latest date for which 
this series is available, security loans stood at $3.3 
billion, or 25.5% of total loans and 10.4% of total 
loans and investments. 


Measured by such yardsticks as these, the current vol- 


ume of security loans hardly seems extraordinary. 


TO BUY SECURITIES? 


As to the second question—the bearing of such figures 
upon the volume of credit being absorbed by the stock 
market. With regard to the $3-billion figure, it may as well 
be said without equivocation that we are about as much in 
the dark as ever. The real question has to do, first, with 
the portion, if any, of these loans actually used to purchase 
or carry securities; and, second, whether these security 
operations thus facilitated, if any, are ordinary speculation 
or are part and parcel of the process of distribution of 
new issues, often government or municipal securities. On 
this point there still is no information. 

In point of fact, the connection between the volume 
of loans admittedly for the purpose of purchasing or 
carrying securities and ordinary stock market operations is 
tenuous. These loans include advances to govern- 
ment bond dealers to enable them to carry Treas- 
ury bills and other obligations of the Federal Gov- 
ernment—a part of the normal market for gov- 
ernments. They also include funds employed in the 
process of underwriting and distributing new issues 
of various state and local governments and of corpo- 
rations. Such operations as these normally give rise 
to a very large but varying portion of the security 
loans reported by member banks. For such reasons, 
this series is not an acceptable measure of the amount 
of credit being absorbed by the stock market. 


Fortunately, there are other figures which give a 
better picture of the use of credit by the stock mar- 
ket. These are the regularly reported customers’ 
debit and credit balances with New York Stock Ex- 
change firms carrying margin accounts, the borrow- 
ings of these firms, and related data. Debit balances. 
arise, of course, when customers trade on margin. 
Changes in margin requirements naturally affect the 
total of these balances, but in general they give a 
fairly accurate picture of the volume of credit ex- 
tended by these brokers to their customers. 


LOOKING AT SOME OTHER FIGURES 


Other customers have credit balances. That is to 
say, the brokerage firms owe these customers more 
than the customers owe them. In a sense, these 
customers are extending credit to the brokerage 
firms. These balances, plus the capital of the firm 
available for the purpose, determine the amount of 
borrowing the firms must do in order to carry the 
debit balance of customers. The situation is compli- 
cated by the fact that most of these firms are engaged 
in other types of business also—underwriting, com- 
modity brokerage, and are often themselves dealers 
in both securities and commodities. But by and 
large these three series—customers’ debit balances, 
customers’ credit balances and brokers’ borrowings— 
throw more light on the credit used in the stock mar- 
ket than any or all of the other available data. 

The course of these series since September, 1953, when 
the current bull market got under way is, therefore, defi- 
nitely in point. Debit balances have risen quite substan- 
tially—trom $1.6 billion in September, 1953, to $2.2 
billion in November, 1954 (the latest figure as yet avail- 


able). The November figure is about $950 million 
higher than it was at the beginning of 1932, and ex- 
ceeds the 1937 high by close to $700 million. Unfor- 
tunately, no data for the 1929 period are available, 
but there can be no doubt that the figure was very 
much higher than it is today. Of course, the market 
value of listed stocks is very much higher now than 
on any of the prewar dates. 


Customers’ free credit balances also show a sharp rise 
since the bull market got under way in September, 1953. 
At the end of November they stood at $972 million; at 
the end of September, 1953, they were $674 million. This 
is far and away the highest point this series has ever 
reached since it began in 1932. There is unfortunately 
no way of knowing what it was before the crash in Oc- 
tober, 1929. 

The borrowings of New York Stock Exchange 
brokers carrying margin accounts had reached $1.4 
billion by the end of November, 1954. This is about 
$350 million above September, 1953, and some $183 
million above the peak of 1937. Unfortunately, the 
series does not run back into the 1929 boom and bust. 
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Figures but slightly different are, however, available 
for those months. These borrowings in September, 1929, 
were almost certainly some six times as great as they were 
late last year. 

Brokers carrying margin accounts do underwrit- 
ing and other types of business which require funds. 
They often borrow for such purposes as these. Hence 
their total borrowing given above does not always 
accurately reflect the volume of funds borrowed to 
carry margin accounts, but they are a better indica- 
tion than any of the other figures available of brokers’ 


loans. 
ANOTHER P. T. STUDY 


Meanwhile, the New York Stock Exchange has 
completed and made public its fourth “Public Trans- 
action Study,” the others having been made in Sep- 
tember, 1952, March, 1953, and March, 1954. This is 
a rather detailed analysis of transactions of Decem- 
ber 8 and 15, 1954. The more significant facts devel- 
oped may be briefly summarized: 


e Margin transactions by “public individuals”’—that 
is, persons other than members or member-firm part- 
ners of the New York Stock Exchange and other than 
nonmember brokers/dealers and institutional investors— 
have increased substantially in recent months. In Decem- 
ber, 1954, they accounted for 32.7% of all transactions; 
in March of last year they came to 23.9%; and in March, 
1953, they were 27.6%. In September, 1952, the figure 
was 19.5%. If this group of customers are taken alone, 
some 52.5% of their transactions were on margin on 
these two days in December, against 42.4% in March 
of last year, 45.0% in March, 1953, and 34.2% in Sep- 
tember, 1952. 


© Institutions accounted for a smaller percentage of 
total business than on any of the other dates, but over 
2 million shares were still traded in the two days. This 
was some 13.6% of all the business done. The figure in 
March of last year was a little more than a million and 
half shares, or 19.2%. 


@ What the Exchange calls “public individuals” have 
been showing an observable tendency to go more and 
more into shorter-term transactions as opposed to longer- 
term investment transactions. “Trading transactions”— 
that is, those which have been or probably will be closed 
out within a 30-day period, plus all reported short sales 
or purchases to close out short sales—account for some 
10.3% of all their transactions in this latest study. This 
compares with 6.5% in March of last year, 7.1% in 
March of 1953, and 4.8% in September, 1952. 

“Short-term investment” transactions, which are those 
which have been, or probably will be, closed out between 
thirty days and six months, rose in December to 17.8% 
from 11.9% in March of last year, 14.2% in March, 1953, 
and 10.8% in September, 1952. 

“Long-term investment” transactions, or those which 
have been or probably will be, closed out in not less 
than six months, plus all purchases made primarily for 
income, have been declining relatively ever since 1952, 
although the actual value of such transactions was sub- 
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stantially greater in December than on any of the previ- 
ous survey dates. 


e The volume of member trading—specialists, odd-lot 
and other—about kept pace with the growing volume of 
transactions over the period covered by these surveys. 

e Oddly enough, a major part—2.045 million out of 5.368 
million—of the shares traded in transactions listed as 
long-term investment were in margin accounts. Some 
2.045 million shares of the 5.039 million shares reported 
in margin transactions were listed as long-term invest- 
ment. 


e All income groups were more actively engaged in the 
market, both in margin and cash transactions, but the 
increase was much more marked in margin transactions 
of customers with income of more than $10,000 per annum. 


eIn short-term and long-term investment transactions, 
“public individuals” bought more than they sold. In 
trading transactions they sold more than they bought. 


e Banks were sellers on balance, but mutual funds and 
insurance companies bought more than they sold. 


e Members of the Exchange sold more than they 
bought. 
Frepertck W. Jones 


Division of Business Economics 


P. S. In its first condition statement in March, the Fed- 
eral Reserve revealed that it had again permitted free 
reserves to run down sharply, this time to about $100 
million. Somehow the idea did not seem so new or ominous 
to some observers as had the earlier reduction a month 
before. The markets seemed about as little perturbed as 
before, despite the fact that London had sharply raised its 
discount rate and that rumors were flying around about 
similar action by the Reserve authorities in this country. 


Actually, the decline in free reserves was not the result of 
a merely passive attitude on the part of the authorities, but 
was the outcome of a decline of $127 million in bill holdings 
by the Reserve System. This reduction in the bill portfolio 
was possible without more drastic effects by reason of a 
$279 million rise in float. 


Meanwhile, later figures revealed moderate increases in 
customers’ debit balances, customers’ credit balances with 
New York Stock Exchange member firms carrying margin 
accounts, and the borrowings of these firms. Debit balances 
moved up from $2,242 million to $2,429 million, customers’ 
credit balances from $972 million to $1,019 million, and 
brokers’ borrowings from $1,416 million to $1,596 million. 


The bill rate, which opened the year at about 1.06% for 
the longest bills, and which had moved up to about 1.15% 
by the beginning of February, were quoted at 1.20% on 
Friday, March 4, the day after the latest reduction in free 
reserves. While it was commonly said around the first of 
March that corporate bonds seemed “out of line” with 
changed conditions in the money market, no drastic change 
had taken place by the end of the week of March 4. 


When final official figures appeared it became elear that 
earlier estimates of the December growth in consumer 
credit and mortgage debt had been on the conservative 
side. On a seasonally adjusted basis, new extended instal- 
ment credit rose $150 million, while repayments were some- 
what below November.—F. W. J. 


FINANCIAL NOTES FROM CANADA 


FFECTIVE February 15, 1955, the Bank of 
E Canada lowered its “Bank Rate” from 2% to 
144%. This is only the third occasion on which 
this rate has been changed. since the Bank of Canada 
commenced operations on March 11, 1935. 
Accompanying the announcement of this change 
was a brief explanatory statement by the Bank of 
Canada: 


“|. . The Bank Rate is the minimum rate at which 
the central bank will lend for short periods to the char- 
tered banks and the money market on the security of 
Treasury Bills and short-term Government bonds. Yields 
on these securities have declined materially over the past 
year and a half and Bank Rate at the old level [2%] had 
ceased to bear a reasonable relationship to other short- 
term interest rates. 

“In the past, Bank Rate has been changed infrequently 
in Canada and little use has been made of the Bank’s 
facilities. The growth in breadth and scale of activity 
in the short-term money market over the past two years 
has made it desirable that the Bank Rate be made more 
flexible and bear a closer (though not fixed) relation 
to other short-term interest rates. The present adjust- 
ment will help to make Bank Rate a more significant 
factor in the money market and facilitate its more flexible 
use in the future as circumstances may require. 

“While the structure of short-term interest rates, in- 
cluding Bank Rate, provides an index of monetary condi- 
tions, it does not follow that every change in Bank Rate 
or in the level of other short rates necessarily indicates a 
change in general economic conditions.” 


The downward movement of short-term interest 
rates mentioned in this statement is indicated by the 
accompanying data. (See table.) 


RATE OUT OF LINE 


Against the background of these reductions in 
short-term rates, the Bank Rate had clearly become 
somewhat “out of line” in the rate structure. Although 
in the past such a development might not have raised 
a serious question regarding the need for a “technical” 
change in the Bank Rate (especially since the Bank 
of Canada’s lending facilities have been used only on 
rare occasions and for small advances), the growing 
scope and flexibility of money-market transactions in 
Canada during the past year has made it much more 
important to maintain an appropriate relationship be- 
tween the Bank Rate and other money-market rates. 
In particular, a Bank Rate substantially higher than 
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other short-term rates might introduce certain rigidi- 
ties into the money market as a consequence of the 
risk of the enlarged penalties to which market oper- 
ators could be exposed if tighter conditions were to 
emerge unexpectedly in the market. Indeed, against 
the background of “less easy money” in both Britain 
and the United States (see below), some elements of 
rigidity may already have appeared in the Canadian 
money market prior to the reduction in the Bank 
Rate: the rapid decline in banks’ day-to-day loans to 


Short-term Interest Rates in Canada1 


Canadian Govern- 


aes Treasury Bills ment Beads 
Day-to- 
spate 8-month | 9-month| 2-year | 5-year 
1953 
September........... 1.91 | 2.73") 3.41 | 38.65 
December...........- 1.88 | 2.65] 3.20] 3.61 
1954 
Marehisacbe: seek. Sees ioe 1.62 2.01 2.47 3.16 
PD LITIG aes hc eee ines ce as 1.43 1.57 1.87 2.24 2.79 
September........... 0.95 1.21 1.50 1.92 2.51 
December............ 0.76 Y.08?) 2 ¥:37° |. 8 1487-| 62357 
1955 
Feb. (end of month)..} 0.50 0.88 | 1.17] 1.71] 2.45 


1Day-to-day loans: monthly averages of daily closing rates. Treasury bills: 


monthly averages of tender rates. Short-term bonds: rates derived from theoretical 


yield curve as of the fifteenth of each month shown. Day-to-day loans by the char- 
tered banks emerged, for the first time, in June, 1954. 


Source: Statistical Summary, Bank of Canada 


Canadian security dealers since the last quarter of 
1954 appears to have reflected, in part, increased un- 
certainty regarding prospective movements of short- 
term rates, and more cautious operations by the 
security dealers. 

Farlier changes in the Bank Rate had been made 
on February 8, 1944, when it was reduced from 214% 
to 144%, and on October 17, 1950, when it was in- 
creased to 2%. On both these previous occasions, the 
changes were made primarily to indicate the policy 
objectives of the monetary authorities. The first 
change signaled an intention to continue easy-money 
policies during the war and early postwar period. 
The second was to indicate an intention to tighten 
monetary restraint in order to combat inflationary 
pressures arising from the outbreak of hostilities in 
Korea. 

In contrast, the latest reduction in the Bank Rate 
does not appear to have been intended to indicate 
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any significant alteration in the tone of the existing 
relatively easy monetary policy in Canada. However, 
the action may be interpreted as a confirmation of 
official intentions to continue the recent policy of 
monetary ease, as one that is appropriate for present 
economic conditions in Canada. After allowance for 
seasonal forces, which are characteristically adverse 
in Canada during the winter months, the principal 
economic indicators suggest that the Canadian econ- 
omy is making a gradual recovery from the shallow 
dip experienced in 1954; and the prospects appear 
to be good for a continuation of this gradual over-all 
recovery during the coming months. 


CONTRAST TO U. S. AND U. K. 


One of the most interesting features of the decline 
in short-term interest rates in Canada in the past 
few months is that it contrasts sharply with develop- 
ments in both the United States and Britain. In 
these two countries there has recently been a marked 
rise in short-term rates. The dramatic nature of 
these changes is shown in the accompanying table. 
While the yield on Canadian three-month Treasury 
bills in mid-1954 was approximately the same as that 
on similar obligations in Britain and substantially 
above the comparable bill yield in the United States, 
the recent tender yields on Canadian bills are con- 
siderably below United States bill yields and very 
substantially below those in Britain. A major factor in 
this divergence has been the impetus given to higher 
rates in Britain and the United States in the early 
part of 1955 through actions taken by the monetary 
authorities in these two countries. In the former, 
a moderate element of monetary restraint was ven- 
tured by increasing the Bank Rate from 3% to 3%% 
on January 27, 1955; and this was closely followed by 


Three-month Treasury Bill Rates in Three Countries? 


Canada United United 


States Kingdom 
MOSS September. joc as. os oeeaies os 1.91 1.88 
Decembense nese as ate he edstele 1.88 1.63 
NY as En oe, een ee, BIA rae 1.62 1.05 
LISTER RO RR Ane wate ene nA 1.57 0.65 
September. geass cals os ate os 1.21 1.01 
Deécembers. 4. 3 3.ch nee eee 1.08 1.17 


1955 February (midmonth).......... 0.86 1.18 


iMonthly averages of tender rates 


Sources: Statistical Summary, Bank of Canada; Federal Reserve Bulletin; and The 
Economist 


a further, and clearly anti-inflationary, increase in 
the Bank rate to 444% on February 24 (the latter 
move being accompanied by the introduction of con- 
sumer credit controls). In the United States, the 
raising of margin requirements on January 4, along 
with vigorous open-market sales of Treasury bills by 
the Federal Reserve System, have been widely inter- 
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preted as indicators of a change toward a somewhat 
less easy monetary policy in that country. 

Seldom in the past have Canadian interest rates 
moved in the opposite direction to those in both 
Britain and the United States. This development 
can perhaps be cited as further evidence of the in- 
creased Canadian economic independence that has 
emerged with the rapid postwar growth of the 
country. At the same time, however, in a world in 
which “interest arbitrage” (the international move- 
ment of funds in response to interest rate differentials 
and changes in interest rates) appears to have been 
becoming increasingly important, the divergence of 
interest rate movements between Canada and the two 
countries that are economically most closely linked 
to Canada at least raises the possibility that Canada’s 
balance of payments and exchange rate may be 
noticeably affected by the changing interest differ- 
entials. 

Arraor J. R. Smira 
Economist 
Canadian Office 


Business Bookshelf 


The Economic State of New England—The complete se- 
ries consists of twenty booklets on the natural resources, 
transportation system, taxation and financial resources 
of New England. The booklets also appear bound under 
one cover. New England Council, Boston, Massachusetts. 
60c, except No. 11, which is $1.00. Bound book published 
by Yale University Press, New Haven, 1954. $6.00. 


Dynamic Retailing in the Modern Economy—Contains 
summaries and the reports of various committees organ- 
ized to examine the place of retailing in the national 
economy. It concludes “that retail distribution can and 
should do a great deal to bring about a higher rate of 
consumption and thus promote the expanding economy.” 
National Retail Dry Goods Association, New York. 1954. 
$3.75. 


Soviet National Income and Product, 1940-1948—A com- 
pilation and a comparison of the national accounts for 
1937, 1940, 1944 and 1948. Abram Bergson and Hans 
Heyman, Jr., Columbia University Press, New York, 
1954. $5.00. 


Fair Competition: The Law and Economics of Antitrust 
Policy—An examination which attempts to determine 
whether antitrust policy seriously interferes with the 
efficient workings of business. Joel B. Dirlam and Alfred 
E. Kahn, Cornell University Press, Ithaca, New York, 
1954. $4.50. 


Decision Processes—A series of individual papers, covering 
the “application of mathematics to behavorial sciences 
in general and decision processes in particular.” Edited 
by R. M. Thrall, C. H. Coombs, R. L. Davis. John Wiley 
& Sons, New York, 1954. $5.00. 


HOW REGIONS SHARE IN ECONOMIC AGGREGATES 
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WEST NORTH CENTRAL 


The enormous growth of the economy over the past 
decade and a half has not been shared equally by all 
sections of the country. In the Pacific region, population 
has risen 75% since 1939, nonagricultural cr eect 
and new passenger-car registrations have more than 
doubled, and personal income and electric energy output 
have almost quintupled. The decline in agricultural em- 
ployment has been moderate in the Pacific region, against 
a steep national drop. Population of the Mountain states 
has risen 40% since 1939—also above the national aver- 
age and also mainly owing to westward migration. 

In the South Atlantic and in the West South Central 
regions, the rate of population increase has hovered 
around the national average. It has been below average 
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in the East South Central region. However, there have 
been greater-than-average increases in several basic in- 
dicators of economic activity in these three regions. 
Substantial movement of industry to the South helped to 
expand employment, incomes, output of electric energy. 

The South Atlantic, East South Central, West South 
Central, and Pacific regions currently account for larger 
shares of total personal income, employment, and electric 
energy output than in 1939, while the New England and 
Middle Atlantic areas show less dramatic gains. The 
Mountain region exhibits greater-than-average gains for 
most of the economic series. The shares of totals for the 
East North Central and West North Central regions 
remain about what they were in 1939. 
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GROWTH HAS BEEN FAST IN SOUTH AND WEST... BUT 
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Regions: New England—Maine, New Hampshire, Vermont, 
Massachusetts, Rhode Island, Connecticut; Middle Atlantic— 
New York, New Jersey, Pennsylvania; East North Central— 
Ohio, Indiana, Illinois, Michigan, Wisconsin; West North 
Central—Minnesota, lowa, Missouri, North Dakota, South 
Dakota, Nebraska, Kansas; South Atlantic—Delaware, Mary- 


MARCH, 1955 


ATLANTIC 


EAST SOUTH 
CENTRAL 


1947 


C. Agricultural Employment 
D. Income Payments to Individuals 


103 


450 
400 


WEST SOUTH 
CENTRAL 


300 


200 


100 


-50 
350 D. 
300F MOUNTAIN 

200 e. 
100 


300 


200 


100 


=50 


1939 1947 


93°94 


9394 


E. Electric Energy Production 
F. New Automobile Registrations 


land, District of Columbia, Virginia, West Virginia, North Caro- 
lina, South Carolina, Georgia, Florida; East South Central— 
Kentucky, Tennessee, Alabama, Mississippi; West South Cen- 
tral—Arkansas, Louisiana, Oklahoma, Texas; Mountain— 
Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, 
Utah, Nevada; Pacific-—Washington, Oregon, California. 


EAST STILL LEADS IN INCOMES AND POPULATION 


i 


POPULATION 


INCOME PAYMENTS TO INDIVIDUALS 


MILLIONS 


BILLIONS OF DOLLARS 


AUIIW 


— 
oe 
ud 
= 
> 
2) 
— 
ae 
= 
ud 
— 
<x 
fag 
=) 
= 
—_) 
— 
= 
co 
oO 
<x 


NONAGRICULTURAL EMPLOYMENT 


no 
z= 
=) 
= 
= 
= 


NEW AUTO REGISTRATIONS 


‘ ELECTRIC ENERGY PRODUCTION 


BILLIONS OF KILOWATT HOURS 


So y= 8S 
gee 
- oO Oo 
ote 
= ONS 
ORE Ke) 
> = 
= aetune 
eeu. 
a 
£52 
o 1S S 
ON 
neve 
D-. | io 40 
ae as, 
See oe 
9s x > 
£ARD 
~fCoF 
C19 £ 6 
~ 
wv ~~ 
he 
pee 
qs 
gf 
5 5S 
Lise 
2 o 
2 E 
oO fo) 
5 £ 
° 
< 


o 


o 


Oo 


Ward's Yearbo: 


BUSINESS RECORD 


Executives Report on 


USE OF COMMITTEES IN 


“Our top management is firmly convinced of the value 
of committees as a mechanism for both developing and 
establishing over-all company policy. For many reasons 
group decisions are considered to be preferable to decisions 
by a single individual, however wise he may be.” 


* * * 


“The best way to kill an activity is to turn it over to 
a committee.” 

* * * 

“We feel that our committees have been of very great 
benefit in developing a company policy that is consistent 
and understood by all departments, and in ensuring that 
this policy is arrived at only after all people affected have 
had an opportunity to express and develop thew own 
opinions concerning it.” 

* * * 

“On balance, we feel strongly that the advantages of our 

committees outweigh the shortcomings.” 


*% * * 


“My own conviction is that too many committees are 
made up of too many people and that they talk too much 
about too many subjects, but I presume that before the 
week is over I shall be arranging a committee meeting.” 


HESE STATEMENTS from five different or- 

ganizations typify the divergent attitudes of 

executives on the role of committees in formu- 
lating company policy. More than two thirds of the 
151 manufacturing companies cooperating in this 
month’s survey of business practices state that com- 
mittees play an important part in setting policies. 
But there is strong evidence that at least in some 
of these organizations the committee method is not 
considered the most desirable technique. And many 
executives report that their companies are flatly 
against them. 


ROLE OF BOARD OF DIRECTORS 


Of course, in companies which have a board of 
directors, the question of who sets over-all company 
policy becomes academic, because all policy ulti- 
mately emanates from that group. As one oaleinel 
succinctly put it: 
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DEVELOPING POLICIES 


“At the present time the corporation does not have any 
continuing policy committee at the level of top operat- 
ing management. The board of directors is the policy- 
making body of the corporation.” 


Although the board is not a committee in the 
strictest sense, for all practical purposes it acts as one 
in its policy-making role. It either sits as a “commit- 
tee of the whole” or appoints subgroups to deal with 
subjects with which it is concerned. 

Usually, the board deals only with the basic man- 
agement policies of the company. Other policies in 
specific areas are set by members of operating man- 
agement, either singly or with the aid of committees, 
within the framework of the over-all policy deter- 
mined by the board. A vice-president of a food prod- 
ucts company points out: 


“While there is a wide area in which the management 
determines company policy, the board reserves for itself 
those policies which relate to the company as a whole. 
The directors also have the very real power to exercise 
control by withholding approval of management recom- 
mendations.” 


Furthermore, the board and subcommittees of 
it are very often made up of inside directors, so 
that an executive committee or a finance committee 
of the board, for example, is actually a working com- 
mittee of top operating executives. There are indi- 
cations that this is the case in a large number of 
companies cooperating in this survey. A vice-presi- 
dent of one such firm explains the setup in his com- 
pany in this manner: 


“With the exception of our outside tax counsel and 
outside banking counsel, both of whom are members of 
the board, the thirteen men comprising our total board 
are actively engaged in the business. This coordinating 
group of directors and company executives works to- 
gether in the business, actually as a committee of the 
whole, and we therefore see no need for any other specific 
committee setup.” 


COMMITTEE ROLE IN POLICY MAKING 


In companies where committees play an important 
role in policy formulation, they are employed both to 
recommend and actually set policy. But there are 
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few reported instances where “management by com- 
mittee” has taken hold to the point where commit- 
tees direct and police the fulfilment of the policies 
that have been established. 


Recommendations Only 


Making recommendations for approval by others 
is the most common form of committee participation 
in policy formulation, according to reporting com- 
panies. As might be expected, this is the primary 
function of committees in companies where the board 
of directors has not delegated the responsibility for 
policy formulation. In these instances, committees 
of top operating management, or subcommittees of 
the board itself, meet periodically to suggest new 
or revised policies for the company. A petroleum 
executive describes his company’s practice as follows: 


“This company’s by-laws state that the business and 
affairs of the company shall be managed and controlled 
by the board of directors. Although the board is the 
sole policy-making body in the company, it receives in- 
valuable assistance in the development of sound policies 
from committees of top operating executives.” 


Similarly, the president of a machine-tool company: 


“In our company all policy decisions are made by the 
board of directors. We have organized several committees 
of operating executives to assist the board in making 
its decisions, by analyzing all sides of questions of policy, 
arriving at a suitable solution and recommending that 
solution to the board for final approval.” 


In several companies, responsibility for many policy 
decisions has been delegated to the president by the 
board. And, of course, in companies which do not 
have a board, the president is usually the ultimate 
source of policy. In these organizations, too, com- 
mittees are often relied upon for recommendations of 
policy: 


“We have an officers’ committee which reports to the 
president. The committee’s function is limited to mak- 
ing recommendations concerning company policy. Its 
primary purpose is to give every responsible executive 
an opportunity to express his own thoughts so as to aid 
and assist the president in deciding what course to 
pursue. Policy is not established as a result of major- 
ity opinion but is entirely the responsibility of the presi- 
dent.”— (Rubber products) 


* * * 


“Our management committee consists of the offices 
of president, vice-president—manufacturing, vice-presi- 
dent—sales, and vice-president—finance. This committee 
deals with problems of major corporate policy. While 
no formal vote is taken and the decision is finally made 
by the president, this committee activity almost invari- 
ably results in a meeting of the minds of the major com- 
pany officers, on all matters of importance.”— (Industrial 


machinery—general) 


Regardless of whether the committees make their 
recommendations to top operating executives, or to 
the board itself, there is no doubt that in most com- 
panies their suggestions carry great weight. Of course 
this is to be expected, since the committees are 
usually composed of men who are well qualified to 
deal with problems in the committee’s area. The 
president of a food company, for example, reports: 


“While the committee’s function is advisory, its rec- 
ommendations carry a good deal of authority. As a matter 
of fact, I do not recall an instance when its recommenda- 
tions were overruled by the board.” 


And another food company executive says: 


“Our administration committee is composed of the 
president, the secretary-treasurer and the vice-president. 
We report to the board of directors. We make recom- 
mendations as to policy but, naturally, in view of the 
positions that we hold in the company, we also go a long 
way in setting policies.” 


Setting Policy 


In most companies, the policy-making role of com- 
mittees of operating executives stops at the recom- 
mendation stage. However, in a few instances re- 
porting companies indicate that these committees 
are actually charged with the responsibility for setting 
company policy. An automobile parts manufacturer, 
for example, reports: 


“Our company does use a committee in policy forma- 
tion. It is titled, ‘Central Policy Group.’ Over-all 
policies are established by this committee, and as the 
group includes representatives of all phases of the com- 
pany’s activities there is complete opportunity for sug- 
gestions and criticisms from every member of the organ- 
ization before final determinations are made.” 


And the treasurer of an electronics concern says: 


“Our management committee reports to the board of 


Techniques Employed To Increase 
Committee Effectiveness 


e Prepare and circulate agenda prior to meeting 
e Hold meetings on scheduled basis 
e Keep committee small 


e Provide strong chairman 


e Define committee’s authority and field of activity, 
and make sure they are understood 


e Evaluate committee’s composition and field of ac- 
tivity periodically 

e Circulate minutes to members after meeting 

e Rotate chairmen 

e Break committee into subcommittees to facilitate 
work 
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directors, and all other committees report to the manage- 
ment committee. In general, all committees set policy 
within their field of activity, subject to policy decisions 
made by the management committee and the board of 
directors.” 


Committees of the board of directors are fre- 
quently given the power to set policy for the com- 
pany. This is especially true in organizations where 
the board is composed largely of inside directors. For 
example, in the case of a chemical concern: 


“The executive committee is composed of ten of the 
fifteen board members, and all but two are active in 
the company. The executive committee has the same 
power as the board and does actually set policy.” 


Similarly, in a mining concern: 


“The executive committee is made up of four board 
members, who are company executives. It recommends 
policy when the matter is one requiring board action. 
It sets policy on matters of comparatively less impor- 
tance.” 


Administering the Policies 


As is the case when setting policies, most cooperat- 
ing companies feel that directing and policing the 
fulfilment of a policy should not be a committee 
function. It is pointed out that a division of responsi- 
bility for administration, such as would be the case 
if a committee were charged with executing policy, 
is unwise from an organization point of view. As an 
executive of an office machine company says: 


“It goes without saying that holding a committee 
responsible for carrying out policy is very nearly an im- 
possible task. The results of a given policy implementa- 
tion may be reviewed by the initiating committee, but 
the actual implementation of the policy is part of line 
responsibility, with the affected executive reporting to his 
superior.” 


On the other hand, some companies state that al- 
though their committees are not responsible for ad- 
ministering policies, the members of the committees 
are, so that the committee actually overseas adher- 
ence to policies set. For example, a machine-tool 
executive writes: 


“The principal continuing committee is the executive 
committee, composed of the vice-president and general 
manager, vice-president of sales, vice-president of manu- 
facturing, vice-president of engineering, treasurer, and 
director of industrial relations. This committee, in effect, 
establishes policies. It may truthfully be said that the 
committee directs and polices the fulfilment of policies 
they have set, as it becomes the responsibility of the vice- 
president concerned to carry out the policies within his 
own department, reporting to the full committee.” . 


Similarly, another executive states: 


“In view of the fact that the members of the manage- 
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ment committee are division heads as well, the committee 
serves not only to set policy but is responsible for seeing 
that the policy is carried out in each of the respective 
divisions.” 


EFFECTIVENESS OF COMMITTEES 


In general, most companies report that they are 
well satisfied with the operations of their policy 
committees. They find that committees are especially 
helpful in providing those responsible for formulating 
policy with viewpoints representative of all the areas 
of company operations that will be affected. The 
prevailing attitude of companies using committees 
is summarized in the following statements: 


“We have operated with policy committees in our 
company for a number of years, and we believe that it 
is the most satisfactory and efficient way to take care of 
the subjects in which they are involved.”— (Industrial 
machinery) 

* * * 

“We have found committees to be an effective means 
of arriving at policy decisions. There are shortcomings, 
of course, which are present in almost any committee. 
But we believe that these disadvantages are outweighed 
by other factors.”— (Industrial machinery) 


* * 


“We have found our committees a very effective way 
in which to handle our far-flung operations, as the mem- 
bers of each committee represent the various phases of our 
operations at each point. There is an advantage in hav- 
ing the committee members agree among themselves on 
just what they want to do. They then can refer either to 
the executive committee, or in the case of the executive 
committee to the board of directors, those matters 
about which there is some doubt.”— (Food) 


On the other hand, there are companies which feel 
that committees leave a lot to be desired. Some 
companies are deliberately reducing the number of 
committees or eliminating them altogether, because 
they feel that committees are inefficient and a poor 
substitute for individual executive action: 


“Our company uses a modified committee system for 
establishing and determining company policies. Basically, 
we do not feel that committees are the most efficient 
method of managing. They are expensive in that they 
tie up the time of a lot of people and they have a ten- 
dency to train executives to duck their responsibilities. 
We feel that there is a happy medium between the com- 
mittee method and the direct executive assignment 
method.”— (Paper products) 


* * * 


“This company uses committees to a much lesser degree 
than was the case a few years ago. At present, there is 
one principal committee called the Advisory Committee, 
which functions in a purely advisory capacity on such 
matters as appropriation requests for engineering and 
research, contributions, and memberships. It has been 
my experience that trying to operate a company or a 
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division of a company through a committee is a poor 
substitute for executive action.”— (Industrial machinery) 


Advantages 


Companies which advocate the use of committees 
in policy formulation point to several advantages re- 
sulting from this management technique. 


Discussion of All Sides of Question 


Primarily, the greatest benefit cited for a com- 
mittee is that it permits a free discussion of all rami- 
fications of a policy by representatives of all phases 
of the business that will be affected by it. This inter- 
change of ideas and opinions assures that the policy 
set or recommended by the committee will be in the 
best interests of the whole company. As several ex- 
ecutives point out: 


“Our policy committee has been very useful because 
each member understands that the primary purpose of 
discussions is to ferret out every possible angle and to 
permit a free exchange of ideas. If it were not possible 
to obtain free expression of opinions regardless of whether 
there is agreement, the committee would have no useful 
purpose.” — (Rubber) 

* * * 

“We have found the use of committees to be very 
effective. The advantages, of course, are the pooling of 
the experience of the various operating divisions in the 
solution of the problem or the establishment of a policy, 
and the opportunity for each division of the business to 
present its views and particular problems and the effect 
they will have on the consideration being given any 
policy.” — (Food) 


Keep All Informed 


Another frequently cited advantage of the use of 
committees is that they are an excellent medium for 
keeping all phases of the business informed on 
policy, and the reasons for policy decisions. This, in 
turn, usually leads to increased cooperation among 
the departments, since they all will have had an op- 
portunity to participate in policy development: 


“We have found our policy committee reasonably ef- 
fective. Sometimes it seems to take longer than neces- 
sary to get a policy established. However, once it is 
threshed out in the committee, we are assured that the 
heads of the various departments involved have a thor- 
ough understanding of it, because of their participation in 
its formulation.”— (Paper) 


* * * 


“JT find the ‘Policy and Management Board’ an ex- 
tremely valuable tool in the management of the business 
for two reasons: 


1. The group decisions are frequently sounder than 
decisions arrived at unilaterally. 

2. Because all department heads have a voice in 

making each decision, they cooperate wholeheartedly in 


its effectuation.”— (Electrical machinery) 
* * * 


“We believe that one of the greatest benefits of com- 
mittee procedure is that it gives our management per- 


sonnel a greater feeling of participation in our oper- 
ations.” — (Chemicals) 


* * - 


“We find that these committees promote splendid 
teamwork. ‘Politics,’ in the sense of striving for position 
of personal advantage, simply does not exist in the 
organization, in our opinion, largely because the com- 
mittee members have full knowledge of the company’s 
operations at all times, with scheduled opportunities for 
self-expression.” — (Engines and turbines) 


Executive Development 


Many cooperating companies report that they use 
policy committees as part of their executive develop- 
ment programs. They point out that committee work 
broadens the thinking of individual executives to 
include company problems as a whole rather than 
questions relating only to their particular divisions 
or departments: 


“We have found our policy committees very effective. 
Among other advantages we believe that the education 
and training which committee work gives members pro- 
vide an excellent personnel development program.”— 
(Textiles) 


* + + 


“Since group decisions require tolerance of adverse 
points of view and cooperative effort, it is also felt that 
committee activity, particularly in the policy develop- 
ment stage, plays an important role in the executive de- 
velopment of the participants involved.”— (Petroleum 
products) 


Other Advantages 


Other advantages of the use of committees are cited: 


“The detail work load upon the officers is relieved, 
clearing more of their time for planning activities.”— 
(Industrial machinery) 


RE 


“The committee system is a timesaver—it brings 
all interested parties into one single meeting and elimi- 
nates several smaller conferences.”— (Building materials 
and supplies) 


Ce eee 


“Certainly one of the primary advantages is the degree 
of formality and discipline which the committees impose 
by their methods of operation. It is important that 
problems be thought out and presented either by formal 
or verbal reports to the proper committee. Problems 
also get properly classified as to the committee which 
should consider them and also as to whether the problem 
should be brought before any committee.”— (Teztiles) 


Disadvantages 


Most companies which use committees recognize 
that there are inherent disadvantages in this method 
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of arriving at policy decisions. Yet they continue to 
employ committees, because they are convinced that 
the disadvantages are not important enough to over- 
balance the effective results which group action brings 
about. 

The most commonly reported disadvantages deal 
with operating methods of committees, rather than 
any basic philosophy about the use of committees 
per se: 


“The use of committees is time consuming. Part of 
this is the problem of preparation. Part of it is also the 
time which committee meetings take. It is clear that 
committee consideration of problems must necessarily 
be a slower process than where decisions are made by line 
executives. However, we feel that the price in terms of 
time is worth what we get out of our committee form 
of operations in dealing with policy problems.”—(Tez- 
tiles) 

* * * 

“We have found committees to be cumbersome and 
time consuming; they tend to be debating societies rather 
than action groups.”— (Glass) 


Ses As, 


“My own personal feeling is that committees are apt 
to get nowhere because the less important members are 
afraid to oppose the more important members publicly. 
At worst, the man in charge of the committee imposes 
his personal will on the rest of the members; at best, 
decisions are reached strictly through compromise, which 
cannot possibly result in the one ‘best’ decision.”— (In- 
dustrial Machinery) 


* * * 


“Our main difficulty is controlling our committee to 
imsure that the job is done in a minimum amount of 
time. Another difficulty, however, has been that ordinary 
day-to-day decisions have been stored up during the week 
awaiting the committee meeting. We have had to meet 
this by insisting that ordinary routine day-to-day deci- 
sions be made, and only matters impinging on policy be 
introduced at each meeting.”—(Engines and turbines) 


TECHNIQUES TO INCREASE EFFECTIVENESS 


A strong chairman, scheduled meetings and a 
formal agenda are the techniques which have proved 
most valuable in obtaining effective committee action. 
In addition, some companies point out that they feel 
it is necessary to keep committees small, define their 
functions, and subject them to occasional evaluation 
in order to keep them at their maximum usefulness. 


Strong Chairman 


The ability of the chairman, cooperating companies 
pointed out, is a major factor in determining the 
effectiveness of any committee. With a weak, ineffi- 
cient chairman, discussion will wander, too much 
time will be consumed, and few concrete results will 
be achieved. A strong chairman, on the other hand, 
will guide and control the meeting to achieve the de- 
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sired end in the shortest possible time. The views of 
some cooperating companies on this point are given 
below: 


“Unless the committees are streamlined and under 
competent direction by each committee head, there might 
be delay and a failure to come to a mutual agreement on 
their problems. We are well aware of weaknesses of com- 
mittees that do not reach conclusions, but feel that by 
proper education and direction from the top, we are able 
to avoid too much difficulty of this nature.”— (Food) 


* * * 


“We believe that the use of policy committees is an 
effective device. Results achieved all seem to depend 
upon the efficiency of the chairman of the committee.”— 
(Air conditioning) 

~ * 

“A disadvantage is the possibility of the committee’s 
becoming involved in too much discussion, with conse- 
quent loss of time in arriving at a recommendation. This 
disadvantage can obviously be overcome by the appoint- 
ment of a strong chairman, who will police the discussion 
to avoid unnecessary diversions.”— (Food) 


Scheduled Meetings with Agenda 


The importance of regularly scheduled policy com- 
mittee meetings at which subjects on a prepared 
agenda are discussed is pointed out by several report- 
ing executives. The use of schedules and agenda per- 
mits committee members to do advance planning 
and thinking about the subject to be discussed, and 
therefore expedites decision making at the meetings: 


“We have found that holding meetings regularly, every 
two weeks, is a definite advantage. A regular agenda, 
sent out before each meeting, informs everyone of matters 
to come before the meeting. This does not mean that other 
subjects cannot be brought up as they are at every meet- 
ing. However, the agenda and the regularity of meetings 
do eliminate a lot of unnecessary time in discussion and 
puts the committee on a businesslike basis.” —Miscella- 
neous metal products) 

* * * 

“In the early stages of its operation, meetings were held 
on a moment’s notice, which resulted in some delay in 
advancing scheduled projects. Now, however, meetings 
are scheduled for a regular day and hour once each week, 
and agenda are prepared in advance so as to concentrate 
on current and important subjects without becoming in- 
volved in details which had previously occupied much of 
the meeting time.”— (Building materials) 


se ae 


“We believe that our meetings have increased in effec- 
tiveness since we started scheduling subjects for the 
agenda. At any time between meetings, any member 
can recommend a subject for consideration. He submits 
a short letter to the secretary of the committee with a 
brief explanation, and sends copies to all members. Mem- 
bers, consequently, have an opportunity to inform them- 
selves on the subject and come to our meetings prepared 
(and we insist on such preparation) .”— (Teztiles) 


110 
Define Functions 


Defining the functions of policy committees is an- 
other technique which cooperating executives say in- 
creases the worth of these groups. Assuring that all 
members are familiar with the purpose of the com- 
mittee and its sphere of operations eliminates waste- 
ful excursions into questions beyond the scope of the 
committee: 


“We have found our committees very effective for 
policy development and activity coordination. It is our 
constant effort to see that they ‘stick to their knitting’ 
as recommenders or policy developers. We try to avoid 
the natural tendency toward group unit administration. 
To date, there has been a clear understanding of the dif- 
ference between committee policy development and indi- 
vidual line responsibility for carrying out the policy. 
Probably the most effective aid used to increase the effec- 
tiveness of committee procedure consists of the written 
function, scope and responsibility of each committee, 
together with its makeup.”— (Steel) 


Keep Them Small 


Limiting committees to groups which are small 
and manageable, yet representative, has paid divi- 
dends in many cooperating companies. Many organi- 
zations, in fact, break up their policy committees into 
small working subcommittees to thresh out a problem 
and submit recommendations to the main group: 


“We have found the committees, especially the execu- 
tive committee, effective in that they provide an oppor- 
tunity to discuss over-all company policies in a relatively 
small group that is well informed about the company’s 
operations. It appears easier to arrive at definitive rec- 
ommendations in the small committees rather than try 
to work out solutions at regular meetings of the board 
of directors, which involve discussion in a group about 
three times larger and with individuals somewhat less 


well informed about details of company operation.”— 
(Steel) 


* * * 


“The work of the committee is greatly simplified by 
the appointment of subcommittees to take a problem, 
tear it apart, and come up with a recommendation and 
alternative plans for consideration. The subcommittees 
often work very informally and usually meet only twice 
on a given subject: First, to lay out a course of study 
which is pursued by individual members of the committee; 
and second, to formalize a recommendation for sub- 
mission to the parent committee.”— (Miscellaneous non- 
metal products) 


* + * 


“In 1944, when we commenced the use of committees, 
we made the mistake of forming a committee that was 
too large. At that stage it was thought that a rather 
wide representation of key personnel would result in bet- 
ter decisions. However, it turned out that the fifteen- 
man committee was too unwieldy. Too much time was 
wasted in unnecessary discussions, and after. approxi- 
mately two years this committee was abandoned. 


“Going to the other extreme, a small committee of the 
board of directors was then utilized for setting policies. 
This was a three-man committee and unfortunately did 
not fully represent the major divisions of the company. 
As a result, sometimes decisions were taken which had to 
be reversed after full information became known. 


“As a result, the present management committee 
came into being. This committee is small enough to get 
things done and at the same time represents the major 
divisions of the company. We have found the meetings 
of this committee most helpful in arriving at workable 
decisions.” — (Metal products) 


Periodically Evaluate Operations 


Several companies report that they have improved 
their committee operations considerably by evaluat- 
ing each one periodically to see if it is still required, 
and, if so, if it is composed of the right people and 
dealing with the right subject. The companies are 
thus able to eliminate unnecessary committees, and 
keep remaining committees under control: 


“This company established its first formal committees 
in 1946. Through experimentation and development of 
policy and procedures, we have overcome many of the 
shortcomings that are normally associated with committee 
or group action. One of the policies that has been fol- 
lowed is to periodically review the work of the corpora- 
tion’s principal committees to determine whether any 
of their responsibilities could be delegated to the heads 
of staff or on down to the operating divisions. There has 
been a continual process of delegating authority in this 
manner in order that the business can grow from below 
and not be handled by top management.”— (Miscella- 
neous nonmetal products) 


* * * 


“We occasionally evaluate a committee’s duties and 
effectiveness and take whatever steps are necessary to 
remedy any shortcomings. Recently, the operating com- 
mittee. for example, was revamped, its personnel changed, 
and its duties restated.”— (Industrial machinery) 


Other Techniques 


Other techniques, designed by cooperating com- 
panies for improving the effectiveness of their policy 
committees, are described below: 


“Restrict the committee’s actions to policy matters. 
Operating decisions which were formerly left to the execu- 
tive committee are now made by officers or a staff goup 
which is on hand regularly, and which can move quickly 
when the need arises.”— (Mining) 


* * * 


“Another technique that is used by several committees 
is to allow action between committee meetings, when com- 
mittee rather than individual decisions are required, by 
the circulation of a written recommendation among 
committee members. If there is no objection, the matter 
is immediately settled. If there are objections or ques- 
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tions, a special meeting is usually scheduled promptly.”— 
(Radio manufacturer) 
* * * 

“We have found that committees remain very ineffec- 
tive unless their meetings are planned well in advance, 
with specific written agendas, a definite rotation of 
chairmanship, and well-prepared minutes of each meet- 
ing.”— (Foundry) 

* * 

“We deliberately place a number of the younger men 
in the organization on a policy committee, in order that 
they may get training in management and also because 
these younger men have a habit of needling the older 
members of the organization so that things get done 
promptly.”— (Air conditioning) 

* * * 


“This committee is more effective now than when it 
was started a little more than a year ago. At the start, 
the committee was set up to meet every week, which 
proved to be too often. Members of the committee felt 
that they had to think up subjects for discussion. As a 
result, meetings became uninteresting. This committee 
is now subject to call by the chief executive officer, but 
any member of the committee may ask for a meeting 
any time he or she feels it is necessary. Under this plan, 
the committee has been successful and meetings have 
been interesting and constructive.”— (Food) 


USE NO COMMITTEES 


A sizable number of firms cooperating in this sur- 
vey report they do not use any committees in the 
formulation of company policy. Nearly one third of 
the reporting executives state that their companies 
have refrained from the use of the committee tech- 
nique. Generally, these organizations fall into two 
categories. Either they are small companies, or their 
top managements have decided that policy decisions 
are a function of line management. 


The Small Company 


Because of the very nature of their organizations, 
few small companies employ formal committees to 
help set policy. Members of management are in al- 
most daily contact with operations and with each 
other, and the need for committees to present and co- 
ordinate differing viewpoints does not exist. Further- 
more, in many small operations, one or two top 
executives own the company, so that policy- making 
is a one- or two-man job. Typical comments follow: 


“Since we are a relatively small manufacturer, we do 
not have any permanently established committees to 
determine company policy. We formulate our policy in 
a relatively informal manner by cooperative work of top 
management in conjunction with other management per- 
sonnel. Final decisions on policy are made by our presi- 
dent or general manager, but recommendations of vari- 
ous department heads involved are solicited for thorough 
study and eventual agreement.”— (Machine tools) 


* * * 
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“Ours is a closed corporation, all in one building. 
Management has daily or at least weekly contact with all 
departments and, when matters are discussed, it is easy 
to understand the value and ramifications of any change 
which is made.”— (Machine tools) 


Policy Is a Line Function 


Because they feel that policy should be formulated 
by those who will be responsible for carrying it out, 
several companies report that policy making is a 
function of individual executives. These companies 
encourage their policy makers to consult other indi- 
viduals who are secondarily affected or who have 
something to offer in the way of advice or experience. 
But they feel that policy determination is an indi- 
vidual rather than a committee function, because a 
committee cannot be held responsible for achieving 
any objective. As one executive put it: 


“The ‘old saw’ about everyone being responsible usually 
means no one is responsible. Only individuals can be held 
responsible for achieving a specific objective such as the 
establishment of policy.” 


Other pertinent comments follow: 


“Tt is our feeling that departmental responsibility 
cannot be vague, and policy determination within an 
individual’s area must be made by the individual in 
charge of a department. And, after all, this responsibility 
is delegated to him by the president.”— (Steel) 


hoe ae 


“Tt is much better to place the responsibility for policy 
in one individual, and have him consult the person or per- 
sons best qualified to advise him when the need arises. 
It is a great waste of time to have an executive attend 
meetings on a set schedule, where half or more of the 
time the discussions pertain to matters unrelated to his 
particular function or responsibility. It can do more 
harm than good to have a committee member give a 
half-baked opinion on a matter relating to another de- 
partment, when he has little or no real knowledge about 
the operations or problems of that other department.”— 
(Industrial machinery) 


* * * 


“We do not use committees for the establishment of 
policies. We set up an extensive committee system of 
management some twelve years ago, but after approxi- 
mately a year of operation decided, at least under condi- 
tions existing at that time, that it did not work. 

“We have a well-defined organizational structure, with 
general and detailed organizational charts, which are 
kept up to date and distributed extensively throughout 
the organization. The formation of policy is accordingly 
developed by the line organization, and where more than 
one division of the company is affected it is coordinated 
with the other divisions through the executive vice-presi- 
dent.”— (Steel) 

Matcorm C. NrvuHorr 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


1958 =100 January, 1939 =100 
Housing 
All Trans- All Purchasing 
Items! Fuel Tenishe portation Items hee of 
> : ollar 
Rent Power and] ings and 
Water | Equipment 
1954 January 6 8 .0 103.6 102.6 RY .6 102.1 8 4 181.1 py 
February i353 9 oS 104.2 8 5 5 101.7 .0 a 180.5 55.4 
March? 378 Sear ete 1S .6 os 104.5 .6 5 Bh 101.4 .0 aA 180.5 55.4 
Ararile aat ote o oe 3 aL -3 104.7 a) .0 ef) 100.9 .0 Ag h 180.5 55.4 
WEN eB Aagageas acaemieed wa -6 ok 104.7 .6 af elt 100.9 .0 30 181.3 55.2 
JUNC te ee 4 a7 .0 104.7 .0 6 .0 101.0 9 6 180.7 56:3 
aUiky Wee Some ee ers ae .6 hs .0 105.5 it 6 .8 101.7 9 4 181.1 55.2 
Agusta eerie A A 5 .0 105.6 a | iS 9 101.7 .0 6 180.7 55.3 
September os 6 aa! 105.7 a .6 9 101.9 A 8 180.4 55.4 
October .0 9 4 106.3 9 6 .8 101.7 ae! .0 180.0 55.6 
November ef 4 4 106.5 Be 8 ai 101.8 ae 8 180.4 55.4 
December .0 .6 5 106.5 .0 abs at 101.6 4 .0 180.0 55.6 
Annual average 25) ot 2 105.2 as 8 a 101.5 .0 ad 180.6 55.4 
1955 January..........:. 100.2 98.2 101.8 106.9 103.9 98.3 98.4 101.4 101.4 99.8 180.4 55.4 
Percentage Changes 
Dec., 1954 to Jan., eae +0.2 | +0.6 +0.4 +0.4 +2.9 —0.4 —0.3 | —).2 a —0.2 +0.2 —0.2 
Jan., 1954 to Jan., 1955... -0.3 17 +0.9 +3.2 +1.3 0.6 -1.1 —0.6 +0.5 +0.4 0.3 +0.3 
1More stable items such as rent, utilities and ports of transportation and sundries priced quarterly. a Less than 0.05% 


CONSUMER PRICES RELATIVELY STEADY 


HE TEN-CITY consumer price index, com- 

piled by Tue Conrerence Boarp, showed little 
However, the slight increase of 0.2% returned the 
index to the November, 1954, level of 100.2. The 
index at the beginning of the year was at just about 
the annual average for 1954—and 0.3% below the 
January, 1954, reading. 

The purchasing value of the dollar declined from 
100.0 cents in December to 99.8 cents in January, 
but was still 0.4 cents above the year-earlier figure. 
The last time there was a January-to-January in- 
crease was in the opening month of 1950 when the 
value of the dollar was 2.8 cents above the year- 
earlier figure. 

The individual city indexes were well below Janu- 
ary, 1954, except those for Detroit and Chicago, 
which were up 0.3% and 0.5%, respectively. The de- 
clines over the year ranged from 0.2% in New York 
to 1.7% in Birmingham. 


FOOD AND HOUSING UP 


The increase in the ten-city index reflects a rise 
of 0.6% in food prices and of 0.4% in housing. 
The food index went up to 98.2, an index number 


change from December, 1954, to January, 1955. 
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which is still the lowest since 1950 except for Decem- 
ber and October, 1954. Upward changes occurred 
mainly in meats and in fruits and vegetables. The 
meat, fish and poultry index was up 1.1%, the rise 
primarily reflecting higher prices for fryers. This 
rise in fryer prices occurred in nine of the ten cities, 
the increases ranging from 4% in Denver to 17% in 
Houston. (Los Angeles reported a 2% decrease.) A 
slight rise in the price of veal was offset by a con- 
tinued decrease in the prices of pork products. (Los 
Angeles again was the only city reporting a slight 
decrease [0.9%] in veal prices.) 

The dairy products and eggs index continued to 
move down: there was a seasonal decline of 7% in 
butter prices, of 2% in egg prices, and a slight decline 
in fresh milk prices. Cheese prices, on the other 
hand, rose slightly. Only Detroit reported an in- 
crease in dairy products prices. 

Fruit and vegetable prices increased by 2.8% over 
December. Sharp increases were recorded in all cities 
for cabbage, beans and onions, while orange prices 
continued to slide down. Potatoes were up in seven 
of the ten cities, but a 12% drop in Chicago and 
minor dips in New York and Philadelphia resulted in 
a virtually unchanged average for the ten cities. 
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The “other foods” group showed minor fluctu- 
ations. Lard prices moved down an average of 4%, 
the decreases in the individual cities ranging from 
11% in Detroit to 1% in Indianapolis. Only Phila- 
delphia (up 3%) continued, for the second consecu- 
tive time, to show a rising trend. Tea prices kept 
moving up (this time about 2.5%) , while coffee, after 
last month’s slight increase, leveled off again, mainly 
owing to price cuts by chain stores. 

Housing costs showed a slight increase of 0.4%, 
owing partly to rent increases in Birmingham, Chi- 
cago and Los Angeles, and to a seasonal rise in gas 
rates in Los Angeles. The downward trend in house- 
furnishings and equipment prices continued, with a 
decrease of 0.4%. These declines can be mainly at- 
tributed to lower prices for home appliances, resulting 
possibly from price cuts by retailers wishing to meet 
discount-house competition. The spring catalogues 
of Sears, Roebuck and of the Montgomery Ward 
chains also showed lower prices than in recent years. 


TEN-YEAR RISE IN TRANSPORT RATES 


The January apparel index was down another 
0.2% to 101.4, which brought it slightly below the 
1954 average. Lower prices continued to be reported 
for used cars and automobile repairs. 

The sundries index remained unchanged, with 
only minor fluctuations be- 
ing reported. Other groups, 
such as recreation and alco- 
hol and tobacco, showed 
little change. Birmingham 
and Chicago reported high- 
er fees for medical services, 
while drug prices dipped 
slightly in some cities. 

Local public transporta- 
tion rates have increased 
greatly during the postwar 
period. The accompanying 
chart shows the changes 
since 1944 in rates for the 
individual cities as broken 
down into two parts—those 
occurring before 1950 and 
those after that date. In 
Boston, practically the en- 
tire change took place by 
1950. In Detroit, Chicago 
and Indianapolis, the in- 
creases were distributed pro- 
portionately over the pe- 
riod, while in Philadelphia, 
Houston, New York, Den- 
ver, Los Angeles and Bir- 
mingham (in descending 
order) the largest part of 
the increases took place 
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in the period 1950-1954. The average rates, in de- 
scending order, that were charged at the end of 1954 
in the various cities are listed below. They represent 
a weighted average of the rates of the different trans- 
portation systems existing in any one city. The order 
and rates (in cents) are as follows: 


CCR ZO Vans Se hie) «eats 20.0 
DCEO OLE eee a ee 17.5 
Philadelphia: vey 1.52. 17.5 
ELGUStOMN Sy. Sete over. wll 16.7 
Indianapolis ..../:....... 15.0 
INGWEY Of seer cae tes. 14.5 
Tos Angeles?) 700 2.. 14.3 
Denverte wes eee. Ts ee 13.8 
Birmingham’ 3.0)-2.)5.- 2 13.8 
Bostow fase. es 11.8 


New York, which showed the greatest increase 
since 1944, occupies sixth place according to actual 
rates charged. On the other hand, Houston, which is 
in eighth place in the matter of hikes, is in fourth 
place as to the average fare in effect. Even this com- 
parison does not reveal the complete picture, since it 
does not take into account the mileage covered by an 


individual fare. 
Heten BAcHNER 
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THE RETURN TO A FLEXIBLE CREDIT POLICY 


By Per Jacobsson 


‘ X VITH THE DECISION of the Swedish Debt 
Office in October, 1954, to issue a 4% loan 
with a currency of sixteen years (repayable 
at the earliest after twelve years) and the discontinu- 
ation, at the same time, by the Sveriges Riksbank 
of its practice of supporting the market quotations 
of government bonds, a real break was made for the 
first time since the war with the cheap-money policy 
which had for a long time been carried out in Sweden 
almost as if it were an article of faith. 

The immediate reason for the change of policy 
was probably that the boom which had gathered 
strength during the year appeared to be having an 
inflationary effect. In order to increase competition 
from foreign countries, the government had already 
taken steps a few weeks earlier to liberalize imports 
from the dollar area. 


MORE SUPPLE METHODS 


By taking, in conjunction with each other, com- 
mercial and monetary measures of this nature the 
Swedish authorities seem to have recognized that 
direct physical controls (in the form, for example, of 
quantitative import restrictions) have had their day 
and will have to be replaced by the more supple 
methods of indirect financial control. Even though 
further measures may prove necessary, those already 


With the offering last fall of a long-term government 
loan by Sweden, "a real break was made for the first 
time since the war with the cheap-money policy which 
had for a long time been carried out in Sweden almost 
as if it were an article of faith.’ This observation by the 
well-known financial economist, Per Jacobsson, introduces 
a careful survey of the introduction and growth of a flex- 
ible credit policy in Europe during the past few years. 

In this country, first a relaxation of the credit situation 
in 1953 and then a moderate tightening late in 1954 have 
frequently been cited as further evidence of flexibility in 
the management of our own monetary system. This lends 
special interest to the exposition of Mr. Jacobsson, which 
we reprint from the ie) Review issued by the sta- 
tistical department of the Skandinaviska Banken, Stock- 
holm, Sweden. 
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taken can be regarded as a sign of a most useful 
reconsideration of Sweden’s commercial and credit 
policies. 

In Denmark a balance-of-payments crisis had begun 
to make itself felt in the spring of 1954 and when, 
in June, the trend of the monetary reserves was 
rather sharply reversed, the decision was taken to 
raise, as a first remedial measure, the official discount 
rate from 444% to 544% (corresponding changes being 
made in the various long-term and short-term market 
rates). 

When, in the late summer, additional measures 
proved necessary, the Danish authorities again de- 
cided not to impose any quantitative import re- 
strictions but to curtail government expenditure for 
current and capital purposes and also to raise the 
rates of certain taxes; i.e., to continue the application 
of financial measures of a general character. 


NO SUPPORT FOR COMMON ASSERTION 


It may be pointed out that in Denmark the whole 
of the government, and in Sweden two thirds of it, 
belongs to the Socialist Party, and that nearly all the 
remaining members of the Swedish Government be- 
long to the Farmers’ Party.- This is worth noting for 
it does not fit in with the often heard assertion that 
socialists and farmers are, by and large, staunch ad- 
herents of a cheap-money policy, preferring physical 
controls to an increase in interest rates. 

That is certainly no longer the case in Denmark 
and Sweden; and with regard to Europe as a whole 
the assertion in question was never really true. Bel- 
gium, for instance, is generally quoted as the first 
country to have applied a flexible credit policy after 
the war—and from February, 1945, to August, 1949, 
Belgium had socialist governments (with either Van 
Acker or Spaak as Prime Minister). In fact, the 
Belgian trade unions have been anxious to prevent at 
all costs an inflationary rise in prices, since they have 
feared that such a rise would deprive the workers of 
the substantial advantages they had gained by the 
increase in money wages at the very end of or just 
after the war. 

In the Netherlands, a coalition government, in 
which the offices of Prime Minister and Finance 
Minister have all the time been held by members 
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of the Labor Party, agreed to an increase in the 
official discount rate of the Nederlandsche Bank in 
the summer of 1950, after the outbreak of the Korean 
conflict, and to another increase in April, 1951. 

As far as western Germany and Austria are con- 
cerned, it is understood that the decisions taken in 
these countries in the years 1950-1952 to increase 
the official discount rates (up to a maximum of 6%) 
were fully supported by those members of the Boards 
of the respective central banks who were members 
of the Socialist Party. One may also recall that in 
two periods of strain Sir Stafford Cripps, then Chan- 
cellor of the Exchequer in the British Government, 
did not object to the raising of the long-term interest 
rates quoted for gilt-edged securities to a level of 
about 3% in 1947 and close to 4% in 1949. 

It thus seems to be a fact that the advantages 
of a flexible credit policy really are being recognized 
by the authorities in the various countries, irrespec- 
tive of the political orientation of the governments 
in power. The evolution of thought and action in this 
direction must be considered a most fortunate devel- 
opment. One of the great advantages of the gold 
standard, it will be remembered, was the fact that 
the safeguarding of the value of the currency and the 
taking of the measures required for that purpose were 
matters which did not enter the field of party politics. 
In our days, the authorities are undoubtedly more 
concerned with the general state of business than 
they were in the past, with the result that it is more 
difficult to prevent political differences from having 
an impact on monetary policy; and it is precisely for 
this reason that it is a cause for considerable satis- 
faction that certain broad principles regarding the 
use of the means of monetary action seem once again 
to have become generally accepted. 


EFFECT ON WORLD TRADE 


This is of importance also from another point 
of view. The trade liberalization which has been one 
of the aims of the OEEC, and is now being extended 
to include imports from the dollar area, will be 
securely based only if the countries concerned are 
prepared to correct any lack of equilibrium which 
arises by adopting such general measures of a finan- 
cial character as do not directly interfere with the 
exchange of goods and services. Reliance upon the 
means of monetary policy is, indeed, a condition for 
the healthy expansion of world trade and a pre- 
requisite for any useful attempt at economic integra- 
tion, as has, incidentally, been proved by the experi- 
ence of the Benelux countries in this field—and all 
this is fully realized by the OEEC in Paris and the 
GATT in Geneva. 

The fostering of sound international trade rela- 
tions is, of course, a very important matter, but, 
even so, commercial considerations cannot be re- 
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garded as having been the main reason why the 
authorities in so many countries have returned to 
a flexible credit policy. They have in fact had a 
much more compelling motive for doing so, in that 
they have gradually come to understand that the 
alternative policy of relying on quantitative import 
restrictions and other forms of direct controls could 
not be made to work in a peacetime economy. 

In wartime, the new monetary purchasing power 
issued to finance the war was retained to a large 
extent as “unspent balances” by the recipients, who, 
owing to the conditions of emergency, either decided 
to save more or were simply unable to buy what they 
wanted when goods and services were no longer so 
readily available. In peacetime, matters are differ- 
ent. When, in peacetime, fresh amounts of monetary 
purchasing power find their way into the hands of 
the public there is no reason why either individuals 
or business firms should hold more than a normal 
amount in the form of cash reserves, and the new 
money, when spent, causes an increase in the demand 
for consumer or investment goods. 

Should an attempt be made in such a situation to 
combat, by the introduction of quotas and the adop- 
tion of other methods of direct control, the resulting 
tendency to an increase in imports, the effect of the 
new purchasing power will very likely manifest itself 
in an increased demand for domestic goods, of which 
less will then be available for export. This will lead 
to a deficit in the balance of payments; and it is often 
for this reason that so many countries in these post- 
war years have been unable to eliminate their balance- 
of-payments deficits notwithstanding all their import 
restrictions. They have had no alternative but to 
restore a financial balance in the domestic economy 
in order to rectify the foreign-trade position. And 
thus one country after the other has discovered that 
it was not really free to choose between a system of 
direct physical controls, on the one hand, and the 
reestablishment of internal financial balance, on the 
other, since unless such a balance was restored the 
difficulties would remain. The countries in question 
were indeed forced to take the proper measures in 
the internal economy and soon found that flexible 
interest rates were a great help in correcting dis- 
equilibria which had arisen. 


AS A DEFENSIVE MEASURE 


It is now possible to examine various problems 
of monetary policy in the light of actual practical 
examples from the experience of recent years, discuss- 
ing particular measures of credit policy, especially 
changes in interest rates, in relation to certain precise 
circumstances; i.e., with reference to situations in 
which there has undeniably been a need for a correc- 
tive influence. 

Two kinds of circumstances in which an increase in 
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interest rates has proved useful merit particular 
attention. 

In the first place, the central bank of a country 
which is having to reduce its foreign exchange hold- 
ings in order to cover a deficit in its balance of pay- 
ments may find an increase in the discount rate in- 
dispensable as a defensive measure. As typical in- 
stances of such central bank action one may quote 
the increases in the discount rate in Belgium, the 
Netherlands and western Germany in the summer 
and autumn of 1950 after the outbreak of the conflict 
in Korea, when people in these countries made a rush 
for goods, fearing that supplies on the world markets 
might become uncomfortably scarce and, moreover, 
that foreign exchange allocations by the authorities, 
even for the import of raw materials, might be sub- 
stantially curtailed. It was not until 1951 that Great 
Britain and France felt a similar strain, and the 
increases in their official discount rates took place 
only in the latter half of that year. 

When a central bank (acting on its own account 
or as agent for a Stabilization Fund) sells more 
foreign exchange than it can actually purchase, it 
will be collecting from the market a net amount in 
its own currency. This in itself creates a tendency 
to credit contraction; and experience shows that if 
the subsequent issue of fresh funds can be prevented, 
or at least restricted, the credit contraction can be 
relied upon to slow down imports and will often force 
holders of commodities to dispose of part of their 
stocks more quickly than would otherwise have been 
the case. 

Indeed, the countries which have adopted a flexible 
credit policy have found an increase in interest rates 
(together with other measures of credit policy) to 
be very effective in helping to check the creation of 
fresh credit via the banking system. It is often a 
case of preventing what the Americans call the 
“monetization of debt”; i.e., the creation of new pur- 
chasing power through the purchase of government 
bonds by the monetary authorities. If a central bank 
always has to be prepared to take over government 
paper at a fixed rate of interest it will be at the mercy 
of the market and will usually find that it is unable to 
influence the amount of credit outstanding. This 
particular point is rarely disputed these days, espe- 
cially since the authorities in the United States de- 
cided, for reasons which in this case were not con- 
nected with the state of the balance of payments, to 
pursue a flexible interest-rate policy, as laid down in 
the agreement of March, 1951, between the Treasury 
and the Federal Reserve Board. 


LONG-TERM INTEREST RATES 


The second kind of circumstance in which an in- 
crease in rates has a useful part to play relates more 
particularly to the long-term interest rates quoted in 


the capital markets. Fairly conclusive evidence of 
the need for caution and flexibility in this field is 
furnished by the experience of Sweden in the years 
1946-1948, during which the Sveriges Riksbank con- 
tinued, month after month, to support the quotations 
for government bonds in order to prevent yields from 
rising above the fixed level of 3%. 

One of the main purposes of this policy was to 


make funds available, at relatively low rates, for the. 


building industry, but it is likely that considerations 
relating to the maintenance of “full employment” 
also played a certain réle, particularly as the authori- 
ties seem to have believed at the time that a postwar 
depression was to be expected. With the continued 
business boom after the war, there was a very per- 
sistent demand for credit, and the commercial banks 
and some other credit institutions obtained a large 
part of the funds which they needed through sales 
of government bonds. ; 

Much of the paper thus offered on the market was 
actually bought by the Riksbank, which from the 
beginning of 1946 to the end of 1948 added no less 
than S. Kr. 2,900 million to its holdings of govern- 
ment securities. The money created by these bond 
purchases did not remain unspent and very-.soon it 
had appeared in the domestic economy in the form of 
additional demand. There being no unemployed re- 
sources of any consequence available in the domestic 
economy, the additional demand set up a tendency 
for imports to be increased, whereas there was little 
incentive, on the other hand, to step up exports, the 
consequence being a series of balance-of-payments 
deficits which, in the three years 1946-1948, reduced 
the country’s gold and foreign exchange reserves by 
an amount of S. Kr. 2,200 million. For it was, of 
course, by drafts on the accumulated reserves—and 
not out of the blue—that the real resources required 
for the additional building activity and other invest- 
ments were obtained. 


NEWLY CREATED CREDIT INFLATIONARY 


Now most people would agree that the direct 
financing by a central bank of a budget deficit nor- 
mally has an inflationary effect. But it is perhaps 
not so generally realized that newly created credit 
which is directly used to finance additional invest- 
ment at a time of booming business must have very 
much the same effect, since it is bound to lead to an 
immediate increase in demand without bringing about 
any corresponding increase in domestically available 
resources. No wonder, then, that most central banks 
have made it a rule to abstain, in a period of boom, 
from injecting newly created credit into the long- 
term market, since they feel that they must be par- 
ticularly careful whenever there already exists in 
the economy a strong demand for funds for invest- 
ment purposes. 
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In Great Britain the appropriateness of such a 
_ rule was recognized when, in the autumn of 1947, 
- Sir Stafford Cripps, the newly appointed Chancellor 
_ of the Exchequer, allowed the yields on long-term 
British Government securities to rise from 244% to 
over 3%, and subsequently—in 1949—to nearly 4%. 
It was the Labor Government, therefore, which, in 
Great Britain, put an end to the era of all-round 
cheap money, beginning, as was most urgent, with 
the rates on the capital markets. Some years still had 
to pass before a corresponding change was intro- 
duced on the short-term markets; but the importance 
of the earlier changes should not be overlooked. In- 
deed, it is unlikely that surpluses could have been 
obtained in the balance of payments in each of the 
three years 1948-1950 (not counting United States 
aid) if long-term interest rates had been kept down 
by the creation of new money. 


IMPORTANCE OF LONG-TERM RATES 


Since it is essentially via the long-term markets 
that the funds needed for investment purposes are 
made available, it is in these markets that the real 
forces of thrift and productivity make themselves 
most clearly felt. It is a pleasure to quote in this 
connection the Cambridge economist, Sir Dennis Rob- 
ertson, who wrote in 1952 that “in a free enterprise 
‘economy, even one with an active central-banking 
system, it is fundamentally the long-term rate which 
is the senior partner.”! A similar conclusion had been 
reached by his teacher, Alfred Marshall, some forty 
years earlier. This does not mean that the short-term 
rates are of no importance—they will as a rule have 
to move in sympathy with the long-term rates, though 
they may sometimes stage a movement of their own 
—but it is the conditions governing long-term in- 
vestment which generally reflect the more profound 
influences. 

It seems that governments and central banks are 
allowing themselves to be guided to an increasing 
extent by the principles of a flexible credit policy. 
When, in the spring of 1954, the Danish Government 
was unable to obtain from sales of bonds the capital 
funds which it needed, it drew a total amount of 
D. Kr. 390 million from its account at Danmarks 
Nationalbank in the five and a half months from 
about the beginning of April to the middle of Septem- 
ber, while over the same period the Nationalbank 
sustained a loss of D. Kr. 405 million in its foreign 
exchange reserves (the closeness of the two figures be- 
ing not altogether coincidental). In June of the 
same year the Nationalbank, as already indicated, 
increased its discount rate from 444% to 544% and 
it later withdrew its support from the bond market, 
thus allowing long-term interest rates to move up- 
wards. Further measures of a fiscal character were 


F 1Utility and All That and Other Essays,” by D."H. Robertson, 
published by George Allen & Unwin, Ltd., London, 1952;'see page 114. 
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taken in September and October; in the latter month 
the government was able, out of current income, to 
reduce somewhat its overdraft with the National- 
bank and it also began again to be able to obtain 
fresh funds by the sale of bonds (at rates, however, 
which had risen to over 6%). 


THE HORSES USUALLY DO DRINK 


In view of the experience gained in a large number 
of countries, it can now be said to be generally recog- 
nized that flexible credit policies have proved their 
usefulness as a means of limiting the creation of 
credit in a period of sustained business activity.1 The 
question remains, however, whether equally good re- 
sults will be achieved in a period of depression by the 
reduction of interest rates in order to help to bring 
about a revival in activity. There are some people 
who doubt whether this will be possible on the grounds 
that “one can take a horse to the water but one can- 
not make it drink.” 

In the first place, it should be pointed out that 
we in western Europe still live under conditions char- 
acterized by a high level of business activity and 
that it is therefore valuable that the usefulness of a 
flexible credit policy under such circumstances should 
have become generally recognized. 

With regard to the opposite conditions, when busi- 
ness activity is on the decline, it is perhaps not 
irrelevant to mention that most people who have led 
horses to water have found that in fact the horses 
usually do drink. If by any chance a horse obstinately 
refuses to do so this generally indicates that it is 
suffering from some serious illness—and needs some 
special treatment. 

Perhaps this has a parallel in economic life, when 
the normal measures of credit policy are found to be 
ineffective. For there is no doubt that a lowering of 


‘interest rates is a useful and even indispensable 


remedy in a depression, since activity is unlikely to 
revive under such conditions unless the level of inter- 
est rates is brought down. It is well to remember, for 
instance, that the devaluation of the pound in Sep- 
tember, 1931, was not the sole factor responsible for 
the upturn in the business trend in Great Britain in 
the 1930’s and that the improvement did not really 
make itself felt until after the successful conversion 


1The fear that a flexible credit policy might lead to a serious 
slowing-down in economic activity has been dispelled by the remark- 
able increase in production achieved by western Germany and the 
Netherlands notwithstanding the raising of interest rates in these 
countries. Switzerland and Belgium are often cited as the two 
countries which were the first to pursue a more careful credit policy 
after the war, and it is indeed interesting to find that the rate of 
increase in their national income, in terms of constant values, is 
comparable with that attained by other successful countries here in 
Europe. Moreover, striking evidence that investment activity in 
Switzerland and Belgium has been well sustained is provided by the 
fact that in 1953 these two countries had a higher consumption of 
cement per head of population than any other country in the world, 
being in this respect well ahead not only of western Germany and 
Sweden but also of the United States. 
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operation in the summer of 1932, when the 5% War 
Loan was converted to a 312% basis. 

It is interesting to compare this experience with 
developments in other countries, in which the lower- 
ing of interest rates does not seem to have played any 
important part in helping to revive business activity 
during the depression in the 1930’s. It will be seen 
that at least in some cases there were certain special 
circumstances standing in the way of recovery. 

Take the case of Switzerland, for instance: although 
there had been a fall in the level of interest rates in 
that country well before the breaking up of the gold 
bloc in 1936, the business situation had gone from 
bad to worse from 1934 onwards. The fact that there 
was no resumption of the upward trend in Swiss 
business activity was no doubt mainly due to the 
overvaluation of the Swiss franc, which had become 
a more serious matter since the devaluation of the 
dollar in 1933-1934 and the simultaneous lowering of 
the exchange value of several other currencies. As a 
result, costs and prices in Switzerland were out of line 
with those in other countries—and this disequilibrium 
had its repercussions even in the internal economy. 
Once the Swiss franc had been devalued in the 
autumn of 1936, it was possible, with efforts still 
being made to keep domestic costs down, for balance 
to be restored and for the normal forces once more to 
become effective in the Swiss economy. 

Similarly, in the United States overvaluation of the 
dollar (due to the devaluation of sterling and a num- 
ber of other currencies in the autumn of 1931) proba- 
bly had a great deal to do with the sudden petering 
out of the recovery, of which there were beginning to 
be faint signs in the summer of 1932, for interest rates, 
at least short-term rates, had been on the decline ever 
since the collapse of the stock exchange in the autumn 
of 1929. Moreover, after the dollar had been devalued 
in 1933 the balance between costs and prices was 
again upset by sudden sharp increases in wage rates 
which were not followed by corresponding increases 
in commodity prices; and then again during the 1936- 
1937 boom wage costs went up rapidly, so that once 
more equilibrium was not achieved. 


MUST BE TAKEN IN CONTEXT 


Other examples could be quoted, but those given 
may suffice to support the important argument that a 
lowering of interest rates at a time of depression may 
not have the desired effect if, for reasons unconnected 
with the price of credit, the economy of a country is 
suffering from a serious disequilibrium which prevents 
the normal recuperative forces from making their in- 
fluence felt. In fact, one should not expect too much 
of monetary policy alone. 

A primary consideration to be borne in mind nowa- 
days is the great importance acquired by the public 
sector owing to the high level of government expendi- 


ture and the enormous size of the public debt. If not 
enough funds are available to meet the requirements 
of private business it is no good blaming a restrictive 
credit policy, which the central banks may have to 
adopt in order to prevent inflation; the fault lies with 
the governments, who have absorbed too much in 
order to satisfy the needs of the public sector. 

Some other potentially disturbing factors such as 
disequilibria between costs and prices have already 
been mentioned. There may, further, be periods in 
which there is a genuine shortage of monetary pur- 
chasing power (connected, for instance, with inade- 
quacy of gold production), and in such a case special 
steps may have to be taken to make good this par- 
ticular deficiency, which, fortunately, is not very com- 
mon. 

In matters of interest-rate policy it is not possible 
to lay down hard-and-fast rules, smce so much de- 
pends on the circumstances in each particular case. As 
far as the immediate future is concerned, it is not 
beyond the bounds of possibility that an increase in 
business activity in the United States may intensify 
the boom which is already in full swing in most west 
European countries. In this event, the question 
would arise whether it would not be desirable to seek 
to moderate the tempo of the boom by the application 
of a somewhat stiffer credit policy. If so, the possi- 
bility of an increase in interest rates might have to be 
considered even by countries which did not experience 
a loss in their monetary reserves. 


ADVANTAGE OF FLEXIBLE POLICY 


The great advantage of a return to a flexible 
credit policy lies precisely in the fact that there is no 
longer any question of dear money having taken the 
place of cheap money, since rates are permitted to 
move upwards or downwards according to changing 
circumstances. It is satisfactory to note that in 1953- 
1954 a number of European central banks were able 


1A temporary increase in interest rates in order to moderate the 
upswing of the trade cycle is, of course, compatible with the accept- 
ance of a long-trend decline in the whole interest-rate structure. It 
may be presumed that, especially in those countries in which long- 
term rates have remained very high, the continuous increase in the 
stock of capital assets and the strengthening of confidence in the 
respective currencies will lead to a downward adjustment in interest 
rates. But, even so, a flexible credit policy, permitting temporary 
increases in interest rates when appropriate, should be pursued (as 
was done during the long period of declining interest rates from 
1873 onwards). 

One difficulty at present in the way of the raising of interest rates 
in some European markets—in particular the London market—is 
the fact that, owing to the very low level of the rates quoted 
in New York (about 1% for three-month government bonds) any 
rise may result in an increased movement of funds from the 
American to the European money markets, which may not be con- 
venient to the monetary authorities in the European countries 
affected. One cause of the trouble is that for some years there has 
not been any close synthronization between the business trends in 
the United States and in western Europe. For the European countries 
this lack of synchronization has been all to the good in the last two 
years (1953-1954), during which their economies have continued to 
expand notwithstanding the United States recession, but it sometimes 
creates certain difficulties in particular fields. 
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to lower the rates after having increased them in 
1950-1952. But it is also worth recalling that when 
Bank rate in the United Kingdom was lowered in 
1953 the Governor of the Bank of England stated that 
he would not forecast in what direction the next 
change would be. 

In the ten-year period up to 1914 the Bank of Eng- 
land altered the bank rate, on an average, five times 
a year. Such frequency of alterations seems almost 
unbelievable to the present generation and it will 
probably not recur—but, even so, alterations upwards 
and downwards should not be regarded as at all ex- 
ceptional. It has been found by experience that in 
countries in which the value of money has been rela- 
tively well maintained notwithstanding the two wars 
(so that confidence in the national currency was 
never lost) and in which current government borrow- 
ing has been kept within reasonable limits, relatively 
moderate changes—of 12% to 114%—in the rates of 
interest have proved highly effective; and this has 
meant that yields on government bonds have never 
risen to more than 4% or 414% (the rise being often 
followed by a fairly speedy reduction to a rate some- 
what below 4%). The myth has been exploded: no- 
body believes any longer in the dreadful things that it 
was said would happen if there were any rise in inter- 
est rates. 


FOR FLEXIBILITY IN THINKING 


And it is indeed important that not only our credit 
policies should be flexible but also our minds. We 
hear a great deal about the radical changes in produc- 
tion which will result from the use of electronics and 
the development of new products in the field of plastics 
—not to speak of atomic energy. Maybe we are on 
the threshold of a new industrial revolution—and we 
cannot tell what demands the future will make on our 
capital resources. It is not easy in a rapidly pro- 
gressing economy to maintain a proper balance be- 
tween the various elements, but both private industry 
and the public authorities—monetary and political— 
must do all they can in order to ensure a campara- 
tively steady rate of growth. A flexible credit policy 
is certainly one of the most important means available 
to the authorities in order to achieve this object, and 
it is all to the good that there is no longer any. strong 
prejudice against its use. 
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(Continued from page 91) 


season at about 3%. In other words, this is a prediction 
that in the spring of 1955 department stores will recover 
approximately the ground they lost in 1954 and will make 
sales very close to the figures for the 1953 spring season. . . 
“With an increase in sales, a slight betterment of gross 
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margin, and the expense percentage held approximately 
constant, some increase in profits in the spring of 1955 is 
elearly indicated. Since spring season profits in the depart- 
ment store business constitute a very narrow base, it is to 
be recognized that even a small improvement in net profit 
as a percentage of sales can mean a fairly considerable im- 
provement in the ratio of dollar earnings this spring against 
last spring. An improvement of 20% to 25% is not un- 
reasonable to look for.” 


General 


Arthur F. Burns, chairman, Council of Economic Ad- 
visers (in an address before the National Automobile 
Dealers Convention, January 31, 1955)—“It appears . . . 
that the current economic recovery has momentum. How 
long this expansion will continue before another setback 
develops, or how far it will carry us, it is impossible to 
state with much assurance. But the outlook seems favor- 
able, at least for the months immediately ahead. It is 
reasonable to expect that the recent phase of inventory 
liquidation will shortly be followed by some rebuilding of 
inventories, such as is already under way in several major 
industries. The projected decline of federal spending is at 
a much lower rate than has ruled during the past two years, 
and it is not unlikely that continued expansion of state and 
local expenditure will offset any further decline that may 
occur in federal spending during the coming year. The 
recent sharp increase of housing starts, the rush of appli- 
cations for federally underwritten mortgages, the increase 
of business incorporations, the upsurge of construction con- 
tracts, the increase in orders for machinery and. durable 
goods generally—these varied indicators of investment 
preparations suggest a high and increasing volume of in- 
vestment expenditures in coming months.” 

William F. Butler, consulting economist, Chase National 
Bank, New York (in a statement before the Joint Com- 
mitte on the Economic Report, January 26) —“ . I be- 
lieve 1955 will be a year of high-level activity and also a 
year of lively competition. I expect that gross national 
product will rise about 4% this year—and that’s a good in- 
crease, even measured against the economy’s performance 
in recent years. However, the economy has the capacity to 
turn out an even greater volume of goods—so evra 8 
for markets should be almost as intense this year as last. . 


sy . government expenditures on goods and services 
Should go up from $74.3 billion in the fourth quarter of 
1954 to $77.1 billion at the end of this year. State and 
local government will account for most of the $2.8 billion 
rise. 

“Private fixed investment should increase about $800 
million. . 

“As a rough guess, the ratio of consumer spending to 
disposable income might rise from 92.8% in the fourth quar- 
ter of last year to around 94% late this year. 

“With income rising—in part because of the increase in 
consumer expenditures—that would mean a rise in con- 
sumer buying of about $8 billion. To keep inventories in 
line with this increase in sales, business would have to in- 
crease them by $2.5 billion. Clearly, trends in the con- 
sumer area will be of crucial importance in determining 
the level of general business in 1955.” 
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1955 1954 Percentage Change 
Item Unit Latest Month | Latest Month 
| Januaryp December November January over over 
eee ae Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 131 130 |r 128 125 +0.8 +4.8 
Durable goods i(S) sofas. See teen aot 1947-49 = 100 146 145 |r 142 141 +0.7 +3.5 
INondurable| goods, (S)ii2 oc asees eines are: 1947-49 = 100 119 |r 118 |r 118 eS: +0.8 +5.3 
Minerals 4S) acc acs nein eis ciate alate ee 1947-49 = 100 121 br LET Le 113 113 +3.4 +7.1 

Consumer durables (S)!.............2.005: 1947-49 = 100 Ay A Rie 1300) 7 124 112 +5.4 +22.3 

Machine|toolst25 4 fe ee cae ee ee cee 1945-47 = 100 167.8 |r 203.4 179.5 319.4 -17.5 —47 5 

Construction contracts awarded, residential*|| million dollars 690 762 709 462 -9.4 +49.4 

Construction contracts awarded, other*. ....|| million dollars 814 |r 1,067 790 690 —23.7 +18.0 

Retailaales (i). conic ub hein. weet eke emer million dollars n.a 15,123 14,361 13,932 +5.3 +8.5 

Retail inventories (S)*................--8- million dollars n.a. 22,173 |r 22,130 22,661 +0.2 —2.2 

Department store sales(S)................- 1947-49 = 100 Ly he 117 114 107 0 +9.3 

Department store inventories (S)!.......... 1947-49 = 100 n.d. 123 124 123a -0.8 0 

Manufacturing sales (S)................04- million dollars 24,800 |r 24,800 |r 24,361 23,902 0 +3.8 

Manufacturing inventories (S)*............ million dollars 43,600 |r 43,700 *43,811 46,382 -0.2 -6.0 

Manufacturing new orders (S)............. million dollars 25,100 |r 25,300 |r 24,366 20,749 -0.8 +21.0 

Manufacturing unfilled orders‘.............}| million dollars 48,300 |r 47,200 |r 47,399 56,128 +2.3 -13.9 

Carloadings, total® sci. lcd setodas =< os) = | thousand cars 632 611 673 617 +3.4 +2.4 

Carloadings, miscellaneous’................ thousand cars 326 316 342 $21 +3.2 +1.6 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 91.1 89.9 90.8 88.1 +1.3 +3.4 

Wholesale commodity prices, all........... 1947-49 = 100 110.2 109.5 110.0 110.9 +0.6 —0.6 
BREaerrattcictene kota ne crore ee eee cheer 1947-49 = 100 92.9 89.9 eels 97.8 +3.3 —5.0 
Endustridls Pek. he clones ee ae eae 1947-49 = 100 bY Rides: 114.9 114.8 114.6 +0.3 +0.6 

Consumers’ price index. ................-- 1947-49 = 100 114.3 114.3 114.6 115.2 0 -0.8 

Farm parity price ratio................... 1910-14=100 86 86 87 92 0 -6.5 

Non-agricultural employment.............. thousands 54,853 55,363 65,577 54,469 —0.9 +0.7 

Wnemployment sae 207. Ss Paces ae ee thousands 3,347 2,838 2,893 3,087 +17.9 +8.4 

Kactoryemployment j..§.... une. asec des cee thousands 12,528 |r 12,686 |r 12,697 13,002 —1:2 =3:6 

Average weekly hours worked, manuf’ing. .. |} number 40.2 |r 40.6 40.2 39.4 -1.0 +2.0 

Average hourly earnings, manufacturing. ...|| dollars 1.84 1.83 1.83 1.80 +0.5 +2.2 

Personal income (S)'.. 9s. 85)2 20. . eee billion dollars 290.7 |r 291.4 |r 289.3 284.9 -0.2 +2.0 

Finance and Government— 

Bank debits, outside New York City®...... .|| million dollars 67,205 74,282 65.826 61,170 -9.5 +9.9 

Buainess loans! isckis ie oe. ds shoe. eee million dollars 22,202 22,347 21,620 22,744 —0.6 —2.4 

Consumer instalment credit outstanding‘... .|} million dollars 22,436 22,467 22.014 21,836 -0.1 +2.7 

Privately held money supply!.............. billion dollars n.a 209.4 |r 205.8 200.9 +1.7 +4.2 

Federal budget receipts F uiade aie Via ee iathererenls tnillion dollars 4,655 8,742 4,201 5,033 +24.4 —-7.5 

Federal budget expenditures............... million dollars 4,942 6,288 3,842 §,218 -21.4 -5.3 

Defense expenditures....................- million dollars 3,445 3.888 3.386 3,817 -11.4 -9.7 

Federal budget surplus or deficit. cumulative™| million dollars -9,581 —9,294 —6.748 -8,913 ee 

1Output of major consumer durables SAverage of 22 daily spot market prices aDecember, 1953 n.a.Not available 
2Shipments TAnnual rate Preliminary rRevised 
387 eastern states 5888 centers Adjusted for seasonal variation 


«End of month 
sAverage weekly 


Sources: 


SAverage of Wednesday figures 


From July 1 to end of month indicated 
Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 


Nationa! Machine Too] Builders Association; Treasury Department; Tom ComrrerEemce Boanp 
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Studies in Personnel Policy 


No. 147—-Company Health Programs for Executives 

No. 146—Company-Paid Sick Leave and Supplements to Workmen’s Compensation 
No. 145—Personnel Practices in Factory and Office 

No, 144—Recruiting and Selecting Employees 

No. 143—Fringe Benefit Packages 

No. 142—Executive Development Courses in Universities 
No. 141—Severance Pay Plans 

No. 140—Management Development 

No. 139——Company Organization Charts 

No. 138—Bulletin Boards 

No. 137—Escalators and the New BLS Index 

No. 136—Employee Magazines and Newspapers 

No. 135—Suggestion Systems 

No. 134—Cooperative Medical Programs 

No. 133—-Employee Savings and Investment Plans 

No. 132—-Stock Ownership Plans for Workers 

No. 131—Employee Induction 

No. 130—Time Off with Pay 

No. 129—-Communicating with Employees 

No. 128—Computing the Cost of Fringe Benefits 

No. 127——Union Security and Checkoff Provisions 

No. 126—Controls of Absenteeism 

No. 125—lInformation Racks—-A New Communications Medium 
No. 124——Developments in Supervisory Training 

No. 123—tLetters to Nonsupervisory Employees 

No. 122—Evaluating Managerial Positions 


In the February Management Record 


A Plan for Supervisory Selection—North American Aviation, Inc., uses a 
twelve-step program to select qualified men for supervisory positions. It 
gathers candidates from many sources and then, through tests and evaluation 
of experience, education and personality, picks the man who seems best 
qualified for the job. 


Paid Sick Leave and Group Insurance—income loss resulting from off-the-job 
sickness and accidents is frequently underwritten by the individual employer. 
Group sickness and accident insurance is the most widely used form of 
compensation, but paid sick leave is also used, primarily to aid salaried 
employees. 


Wage and Salary Settlements in 1954—Each month, Management Record pub- 
lishes the wage and salary adjustments confirmed in the previous thirty days. 
In this year-end roundup, the highlights of the 1,628 settlements are sum- 
marized. Charts as well as texts are used. 


Union Security in Canada—One half of Canadian labor contracts have union 
security provisions. The closed shop, illegal in the United States under the 
Taft-Hartley Act, still appears frequently in Canada, as does the compulsory 
checkoff. These facts are gathered from information recently released by the 

Canadian Department of Labour. 
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Business in 1955 has so far behaved 
as the Conference Board Economic 
Forum expected it would when its 
Members and guests looked into 
What might be ahead beyond the 
turn of the year. 


These experts of the Forum talked in 
specifics; about retail sales, manu- 
facturing volume, inventories, con- 
struction, automobiles, public ex- 
penditures, money, credit, wage 
tates. They were not speculative 
gazers. Instead, they marshaled 
facts and figures against an under- 
standing born of many years of 
dealing with the ponderables, and 
the not - less -real but harder - to - 
weigh imponderables, of the busi- 
ness world. 


And time already tells us they saw 
Cleat and plain. With their con- 
clusions confirmed, why not take 
another look at their findings in 
Setting your own sights? Against 
the dynamics of your own business 
and industry, why not check and 
techeck perspectives on the specifics 
from here on in for the remainder 
Of the year? And get other key men 
in your company to do the same. 
Extta copies of the report are avail- 
able at nominal prices. 


THE BUSINESS OUTLOOK, 1955 
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